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The Third National Accounting Conference 


HE Third National Accounting 

’ Conference held on November 13, 

14, and 15, at the Edgewater 
Beach Hotel in Chicago, will probably 
go down in history as the most success- 
ful of gatherings of its character to 
date. 

Without question, no program has 
ever been planned and carried out which 
contained so many outstanding speakers 
in the history of accounting research and 
endeavor. Between 50 and 60 formal 
and semi-formal papers were delivered 
at the various committee group meetings, 
the dinner session, and the general ses- 
sions held on TTuesday and Wednesday 
mornings. The quality of the papers 
showed unusual research and care in 
preparation and they will be read and re- 
read all over the Nation for some time 
to come. 

The actual attendance at the Confer- 
ence will never be known. The official 
registration shows in excess of 500 dele- 
gates coming from 36 states in the 
Union, but obviously many were in at- 
tendance who neglected to register. It 
was also most encouraging to see the sub- 
stantial representation from the Far 
West and the Southern states. . In addi- 
tion, there were several representatives 
from various provinces in Canada. 
Among them were British Columbia, 
Ontario, Saskatchewan, and Manitoba. 
Mexico was also represented. A scrutiny 
of the registration list indicates that the 
attendance included more accounting offi- 
cers and leaders in accounting thought 
than have ever been heretofore assembled 
in a similar meeting. A most pleasing 
feature of the Conference was the en- 
thusiasm and interest displayed by the 
delegates and their conscientiousness in 
attending all of the meetings. 

Starting Monday morning at 10:00 
a.m., the delegates descended upon the 
open committee group meetings in such 
number that the capacity of two of the 
Tooms was soon exhausted. While the 
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Chairman, General Accounting Com- 
mittee, E.E.1. 


Plant Accounting and Records Commit- 
tee and the Depreciation Committee held 
closed sessions during the morning pe- 
riod, they were fully attended by their 
members. 

During the afternoon sessions on Mon- 
day and Tuesday, at which time all of 
the group meetings were open to all the 
delegates, attendance at these sessions ap- 
proximated: Plant Accounting and Rec- 
ords Committee—250, Customers’ Rela- 
tions, Commercial Accounting and Col- 
lections Committee—175, Classification 
of Accounts Committee—150, Purchas- 
ing, Stores, and Transportation Com- 
mittee—125, Depreciation Committee— 
100. 

In filling out registration cards, the 
attending delegates were requested to 
indicate specialized accounting interests 
in the space provided. Since no limitation 
was placed on the number of interests to 
be specified, these ranged from “‘none”’ 
in a few cases to “all” in the case of 
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about ten per cent of the total. Exclud- 
ing the group which indicated an inter- 
est in all phases of the accounting items 
listed, over one thousand votes were cast 
in answer to the request “Please indicate 
below the phase of accounting in which 
you are engaged or in which you have a 
special interest at this Conference.” A 
breakdown of the requests follows: De- 
preciation, Plant Accounting, Continu- 
ing Property Records—247 ; Accounting 
Methods and Procedures—150; Classi- 
fication of Accounts and Interpretations 
—140; General Books and Financial 
Statements—104; Customers’ Relations, 
Commercial Accounting and Collections 
—97; Operating Expenses—68; Inter- 
nal and External Auditing—68; Taxes 
and Insurance—63; Purchasing, Stores 
and Transportation—63; Accounts Re- 
ceivable, Payable, Miscellaneous Billing 
—40; Miscellaneous—9. 

In addition to the planned group meet- 
ings and the general sessions, numerous 
small group meetings were held spon- 
taneously throughout the Conference. 
These included the special 3 per cent 
Tax meeting, an unofficial meeting of 
many of the members of the General 
Accounting Committee, and numerous 
others regarding which your reporter has 
been unable, to date, to obtain informa- 
tion. It is a safe contention that no 
thought and idea exchanging machinery 
has ever before been so thoroughly pre- 
pared and so smoothly put in action. 


Tuesday, General Sessions 


The Tuesday general sessions meeting 
opened shortly after 9:30 a.m. Under 
the leadership of Messrs. Walter C. 
Lang and his co-presiding officers G. U. 
Stewart and C. E. Kohlhepp an exten- 
sive program was brought to a successful 
conclusion by 1:30 p.m. 

The opening remarks by the Chairman 
of the General Accounting Committee, 
Mr. B. S. Rodey, Jr., were brief. He 
expressed the hope that the delegates 
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present would find the program that had 
been planned for them constructive and 
interesting, commended the Planning 
Committee and his associates of the staff 
for their efforts, and concluded by voic- 
ing satisfaction with the arrangement of 
having the general sessions program con- 
ducted by so able a group on Tuesday, 
and by Mr. Herman L. Gruehn and his 
co-presiding officers, Mr. F. B. Flahive, 
Mr. J. M. Kramarsik, and Mr. J. H. 
Lobban, on Wednesday. He then turned 
the gavel over to Mr. Lang who intro- 
duced Mr. Bernard W. Lynch, Presi- 
dent of the Standard Gas and Electric 
Company, who formally welcomed the 
delegates and also gave them a very con- 
structive message concerning their work. 
(This address appears in full elsewhere 
in this issue.) 


Mr. F. B. Flahive, Chairman of the 
Accounting Section of the American Gas 
Association, paid his compliments to the 
presiding officers and to the delegates 
present, and made a plea for cooperative 
work among the accountants of the In- 
dustry, stating that the status of the ac- 
countants in Industry and his position 
before his management and the public 
had improved greatly during the past few 
years due largely to combined efforts of 
the Edison Electric Institute, The Amer- 
ican Institute of Accountants, The Con- 
troller’s Institute of America, and last 
but not least the association he had the 
honor of being associated with in a lead- 
ing capacity this year, The American Gas 
Association. He pointed out that re- 
gardless of the competitive nature of 
some of the business enterprises which we 
may represent, there is one interest that 
is common to us all and that is account- 
ancy. It mattered little, he thought, 
what form the cooperative endeavor fol- 
lowed, joint committees, interchanges 
of data and information, or otherwise. 
He concluded that what was important 
is that the will to go ahead together in 
the improvement of the standards of our 
profession continue to be our chief aim 
and ambition because together we are 
strong and our capacity to accomplish 
results unlimited, but apart we are weak 
and progress is slow. 

Mr. J. V. Cleary, Chairman of the 
Plant Accounting and Records Commit- 
tee presented a brief report and paper 
concerning possible economies in the 
plant accounting and records field under 
the title of “Streamlining Plant Account- 
ing Operations.” He stated that it was 
probably needless to say simplification 
should be effected, since everyone en- 
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gaged in plant accounting had already 
been told by his bosses that the costs for 
this work were excessive. It was then 
not a case of whether there should be 
simplification but rather a determination 
of how it could be achieved. With cer- 
tain of the basic determinations com- 
pleted, it now appeared to be an appro- 
priate time in which to review the 6verall 
situation so as to establish proper routines 
for current operations. The speaker 
termed this process “Streamlining Plant 
Accounting Operations.’ He stated that 
it might be found that a literal interpre- 
tation of various provisions of the regu- 
latory orders had resulted in compiling 
data which were already available in pos- 
sibly simpler form from an existing rec- 
ord, or that the elaborate records neces- 
sary to supply certain information having 
a limited value could not be justified 
when measured in the light of the bene- 
fits obtained. In investigating this pos- 
sibility of duplication of records, it was 
not sufficient to limit the review to the 
Accounting Department. Mr. Cleary 
stated that that record was to be main- 
tained which would supply the informa- 
tion required by all concerned in the 
quickest, most accurate and most eco- 
nomical manner. In connection with this 
matter of duplication of records, the use 
of identical records in two departments 
for different purposes was not necessarily 
a needless duplication. He seemed to 
feel that the greatest possibilities for 
economies were in the field of transmis- 
sion and distribution records. He sug- 
gested the more extensive use of an in- 
creased limitation on standard orders for 
minor recurring distribution work. He 
also advocated the use of the so-called 
manhour rates providing for establish- 
ment of overall average labor rates for 
the entire construction department. The 
average rate to include in addition to em- 
ployees’ salaries, lost time, vacations, per- 
mits, tools, building service, and other 
costs formerly classified as indirect costs. 
He concluded with the warning that no 
attempt be made to have the records 
serve too many purposes, because a record 
which served one or two purposes well, 
would fall under its own weight if over- 
burdened. 

Mr. Will-A. Clader whose paper ap- 
pears in this issue then presented some 
interesting viewpoints and opinions re- 
garding the responsibilities of account- 
ants in connection with the maintenance 
of continuing property records. 

This paper was followed by one en- 
titled “An Engineer’s Comments on the 
Control of Continuing Property Rec- 
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ords” prepared by H. R. Martz, Vice- 
President of Day & Zimmermann, Inc,, 
and presented by Mr. George M. 
Vesselago of that organization. It ap- 
pears also in the current issue. 


A brief but comprehensive report was 
submitted by Mr. K. C. Campbell, 
Chairman of the Purchasing, Stores and 
Transportation Committee. | Among 
other things he stated that while it was 
true that there had been great progress 
made as regards accounting practices 
within the scope of his Committee, they 
were alive to further possibilities for bet- 
terment. There was no better way to 
accomplish this than by a free inter- 
change of ideas with other companies, 
The contacts formed by these Confer- 
ences were invaluable in this respect for 
those in this line of work who did not have 
the opportunity to visit other companies, 
He called attention to the adequacy of 
the newer systems of supply accounting 
which afforded a complete tie-in of stores 
with the general books. He said further 
that in case of an audit, it was possible 
to check any location, any class of stock 
or any item directly with the general 
books more thoroughly than with any 
previous system. Due to occurrences 
several months ago implicating the ma- 
terials and supplies account of a large 
company in another industry, the facil- 
ities now afforded for the auditing of 
stores were given more careful consider- 
ation in many industries which formerly 
considered this as a mere matter of rou- 
tine. 

The speaker next presented was Cap- 
tain A. H. Mayo, Planning Officer of 
the Bureau of Supplies and Accounts of 
the U. S. Navy. Captain Mayo’s paper 
appears in the present issue. 

A short but interesting report wa 
then given by Mr. L. A. Mayo, Chait- 
man of the Customers’ Relations, Com- 
mercial Accounting and Collections 
Committee, who spoke on “Public Rela 
tions and Accounting Mechanics.” Mr. 
Mayo stated that a sound company 
policy must recognize that a definite rela- 
tionship exists between good public re 
lations and efficient accounting mechan- 
ics. These two functions are so closely 
interwoven that, if one is emphasized at 
the expense of the other, this relationship 
is unbalanced and poor overall results 
are likely to follow. Every contact of 
transaction with customers affects the 
public relations of a utility one way % 
another. Such contacts usually occu! 
either in a company office or over the 
telephone. Perhaps it is a conversation 
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in a customer’s home with a meter reader 
or collector. It may be the amount of 
the bill just received that prompts the 
customer to ask questions. Regardless of 
origin or nature, customers are demand- 
ing and expect more information from 
utilities than they did years ago. The 
accountant’s efforts should begin with 
the employment of people who can be 
developed to handle public relations as 
well as accounting activities. Such em- 
ployees should be selected not only for 
their accounting training and experience 
but also for their personality, appearance, 
and indicated ability to handle customers 
or people. These requisites are particu- 
larly important in employees making up 
the supervising forces—as well as in 
cashiers, contact clerks, telephone oper- 
ators, meter readers and_ collectors. 
Sound accounting practices will greatly 
assist in improving public relations. This 
is particularly important in the opera- 
tion of the collection department. Year 
after year customers are exposed to cred- 
it approvals, collection of delinquent ac- 
counts, deposit guarantees, as well as the 
highly personal contacts with collectors. 
If the system is too rigid or improperly 
supervised, many complaints may result, 
which would have been avoided under 
more liberal practices. In concluding, 
Mr. Mayo stated that if the accountant, 
in the midst of his many problems of 
developing satisfactory mechanics, kept 
one eye on the requirements of the man- 
agement, the other on the income ac- 
count, and both eyes on the need of 
proper public relations, much could be 
done to maintain the highly important 
relationship between the company and 
its customers. 





An outstanding paper was next read 
by Mr. A. J. Bohl on “Proved Econo- 
mies in Commercial Accounting Opera- 
tions.” It appears in the current issue. 

One of the many interesting presenta- 
tions was by Mr. H. P. Sparkes, Sales 
Manager of the Westinghouse Electric 
& Manufacturing Company, on the sub- 
ject “16 Functions on a Watthour Me- 
ter’s Chest.”” Mr. Sparkes’ paper was 
provocatively illustrated by a number of 
cartoons. 

The next speaker was Major H. S. 
Bennion, Vice-President and Managing 
Director of the Institute, who spoke on 
“Cost Accounting Practices in Federal 
Government Departments,” presenting 
the differences in theories and practices 
of accounting in Federal Government 
Departments and in Industry. 

The closing address of the mornirig 
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session was delivered by Mr. Francis J. 
Brett, Vice-President and Controller of 
the Niagara Hudson Power Corpora- 
tion, on the subject of the “Scope of the 
Controller’s Responsibilities.” Mr. Brett, 
not satisfied with a mere routine presen- 
tation of an orthodox listing of the Con- 
troller’s duties, carried the delegates in 
attendance to a high pitch of emotional 
reaction by dealing with the human per- 
sonal equation in our business. 


Informal Dinner Session 


At the informal dinner held on Tues- 
day evening, President Kellogg took over 
the gavel as toastmaster, following a 
brief word of appreciation for his pres- 
ence and services by Mr. Rodey in behalf 
of the General Accounting Committee. 
Mr. Kellogg spoke briefly on the impor- 
tance of the accountant in his field and 
the seriousness of his obligations at the 
present time, following which he intro- 





EDITOR’S NOTE 


Space does not permit publication of 
all the papers presented at this Ac- 
counting Conference. Twenty-eight 
papers were given at the General 
Sessions and Dinner Session alone 
and at the group committee meetings 
on Monday and Tuesday afternoons 
some twenty or more additional papers 
were read and discussed, not to men- 
tion many of a miscellaneous nature 
which, although not formally sched- 
uled, were offered for consideration. 

Exclusive of the papers presented 
by the Chairmen of the various Ac- 
counting Committees, this:issue of the 
Edison Electric Institute BULLETIN 
carries the complete series of those 
papers presented at the Tuesday and 
Wednesday General Sessions, together 
with the three addresses of the infor- 
mal dinner occasion. Succeeding issues 
of the BuLLeTIN will include many of 
the reports presented during the spe- 
cialized committee session, a number 
of which represent outstanding con- 
tributions to accounting development 
and progress. 

An attempt has been made in the 
accompanying article to outline the 
Conference. Those subjects which ap- 
pear as articles elsewhere in the issue 
have brief mention only. 

Mr. B. S. Rodey, Jr., Chairman 
of the General Accounting Committee, 
desires that the papers printed herein 
should be taken to represent the per- 
sonal thoughts and viewpoints of their 
authors and not necessarily be consid- 
ered as expressive of any consensus of 
opinion by the respective technical 
committees, associations represented 
or by those attending the Conference. 
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duced the Honorable Edward J. Kelly, 
Mayor of the City of Chicago. 

Mayor Kelly gave the delegates a short 
but emphatic message of encouragement 
in their endeavors, which was enthusi- 
astically received. His presence at the 
Conference added to the color and en- 
thusiasm of the occasion. The delegates 
were very appreciative of the honor con- 
ferred upon them by the presence of the 
chief executive officer of the host city. 
The Mayor’s address appears in this 
issue. 

Following Mayor Kelly’s address, Mr. 
Kellogg acknowledged with appreciation 
the presence of Mr. Frank L. King, 
Controller, Continental-Illinois National 
Bank and Trust Company, representing 
the Controllers Institute of America, Mr. 
John L. Carey, representing the Amer- 
ican Institute of Accountants and Major 
Forward, Managing Director of the 
American Gas Association. 

Professor Roy B. Kester, of Columbia 
University, talked on the subject of “Un- 
balanced Objectives in Financial Ac- 
counting.” 

Mr. Kellogg next acknowledged the 
extraordinary services of the Planning 
Committee and Staff associates in the 
preparation of the Conference program. 
A rising vote of thanks was given to 
those in charge of the Conference ar- 
rangements. 

Following these acknowledgements, 


the Rev. John F. O’Hara, C.S.C., Presi- 


dent of the University of Notre Dame, 


told why “Accountants Need a Sense of 
Humor.” Father O’Hara’s address was 
much to the point and enthusiastically 
received and enjoyed by all those present. 
His remarks constituted a highlight of 
the gathering and they appear in full in 
this issue. 


Wednesday, General Sessions 
The Wednesday General Sessions in- 


cluded an array of speakers seldom if 
ever matched before in any Accounting 
Conference. Most of the papers pre- 
sented at this session are printed in full 
in this issue. Starting shortly after 9:00 
a.m., Mr. A. M. Hartogensis, Chairman 
of the Classification of Accounts Com- 
mittee, reported briefly for that Commit- 
tee and also discussed the subject “Is Gas 
A Step-Child in Combination Company 
Accounting?” A feature was his sum- 
mary of a tabulation indicating the status 
of the electric utility accounting require- 
ments by states. He stated that 12 states 
have prescribed the N.A.R.U.C. system 
of accounts without modification and 
three with modification. Eight states in- 
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cluding the District of Columbia have 
prescribed the F.P.C. system of accounts 
without modification and three addi- 
tional states with modifications. Alto- 
gether 25 states, including the District 
of Columbia, have, to some extent, and 
with greater or lesser modifications, 
adopted the new system of accounts and 
four others have made its use optional. 
Concerning the problem: “Is Gas A 
Step-Child in Combination Company Ac- 
counting?” Mr. Hartogensis found that 
a circumstantial case had been made in 
the affirmative. ‘The Statistical Depart- 
ment of American Gas Association has 
made a study covering the ten calendar 
years 1929 to 1938, inclusive. This study 
includes combination companies, the gas 
departments of which represent, in the 
aggregate, about 16 per cent of the manu- 
factured gas industry, and straight elec- 
tric companies and straight gas compa- 
nies, the latter representing 44 per cent 
of the manufactured gas industry. The 
study shows that in each of the ten years, 
net operating income represented a 
greater percentage of utility plant ac- 
count for the group average of straight 
gas companies than for the gas depart- 
ments of combination companies and 
that, on the other hand, the electric de- 
partments of combination companies 
fared considerably better than did the 
straight electric companies. In other 
words, the electric business prospered in 
combination companies while the gas 
business showed a smaller return in such 
companies than for those in a state of 
single blessedness. Mr. Hartogensis 
stressed that equitable cost allocation be- 
tween the electric and gas departments 
of combination companies is of vital im- 
portance to management, because if one 
department was shown erroneously to be 
more profitable than the other, develop- 
ment of the business of the more appar- 
ently profitable department would be 
promoted more strenuously with a result- 
ing further decline of the other. In such 
cases, the cumulative effect of the error 
would be detrimental to the total earn- 
ing power of the company. After discuss- 
ing in some considerable detail the sur- 
vey of the situation to be undertaken by 
his Committee and on what they might 
encounter in the course of their studies, 
the speaker concluded by stating that, 
recognizing the importance of and the 
general interest in the subject, the Clas- 
sification of Accounts Committee would, 
at Mr. Rodey’s suggestion, undertake a 
study of the question of cost allocation 
in combination companies. 

Dr. Stuart A. Rice, Chairman of the 
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Central Statistical Board, presented a 
very interesting paper, included in this 
issue, on the subject of “Industry Re- 
porting Within a Rationalized System 
of Federal Statistics.” 


Following Dr. Rice, Mr. C. E. Kohl- 
hepp, Chairman of the Depreciation 
Committee reported on the Depreciation 
Committee activities. He was assisted 
in the presentation of his report by 
Messrs. H. C. Davidson, M. D. Hooven, 
and H. C. Hasbrouck. It is planned to 
reproduce later the full substance of these 
reports. The high spots of Mr. Kohl- 
hepp’s report were that both the 1938 
and 1939 reports of the N.A.R.U.C. 
Special Committee on Depreciation sug- 
gest that “straight-line” is the most sat- 
isfactory method of providing for depre- 
ciation. Straight-line depreciation, which 
is applicable in a number of ways other 
than as specifically urged in these re- 
ports, may be one convenient wav of 
providing for the amortization or dis- 
tribution of property cost, but it is by 
no means the only sound, fair and rea- 
sonable method. A total of about ten 
approved methods are in use. “The im- 
position of straight-line depreciation upon 
the entire utility industry would entail 
harmful consequences for many compa- 
nies, as well as rate payers. The adverse 
effects would far outweigh the claimed 
convenience of this method. Since the 
incidence of actual depreciation is so un- 
predictable, all of the depreciation ac- 
counting methods, including straight-line, 
merely represent attempts to provide for 
and distribute equitably the cost of de- 
preciation over the useful life of prop- 
erty. Because all methods are subject to 
this infirmity, assumed greater conveni- 
ence cannot justify choosing straight-line 
to the exclusion of all other accrual 
methods, especially during a transition 
period when the greatest need is for flex- 
ibility. The “depreciation situation’”’ is 
an old one. The problems are many and 
of great complexity. Changes in methods 
involve repercussions of great impor- 
tance, not only to companies but to rate 
payers and regulatory commissions. The 
stubbornness with which depreciation has 
defied efforts to solve its many problems 
for many years suggests that it is the part 
of wisdom to expect a gradual closing of 
the many gaps, steady progress over a 
period of years, rather than a complete 
settlement in a year or two. 

Mr. Kohlhepp suggested all companies 
now having comparatively low deprecia- 
tion reserves, resulting from good faith 
use of the retirement principle, should 
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plan to increase their reserve balance as 
soon as may be—transition problems 
of course receiving appropriate considera- 
tion, to a minimum approximating the 
amount of actual depreciation that would 
be disclosed by a thorough engineering 
inspection and study. Mr. Kohlhepp 
closed with the statement that the ob- 
jective continues to be the development 
of depreciation accounting methods 
which will be sound factually and finan- 
cially, and so clear and understandable 
as to make misinterpretation or misuse 
impossible. He admitted that the Com- 
mittee had no single of simple solution 
to the problem to offer, but was quite 
sure no one else has either. It is en- 
deavoring in a modest way to act in the 
best interests of the industry as.a whole. 


Mr. Davidson covered the progress 
which is being made today in connection 
with the development of factual infor- 
mation for the use of the Depreciation 
Committee in its studies. This work, 
is progressing along two lines: (1) the 
development of the causes of retirements 
and (2) the development of financial 
statistics. The subcommittee has con- 
tinued its efforts to study the causes of 
retirement of utility property under the 
broad groupings of physical, functional, 
and external reasons, for withdrawal. It 
has also endeavored in recent months to 
assist the Edison Institute Headquarters 
Staff in a permanent plan of compila- 
tion of more complete general financial 
statistics regarding depreciation than 
heretofore available. This will include 
both actual amounts and pertinent ratios 
and trends of depreciation charges and 
the depreciation reserve. In the prelimi- 
nary survey, the Institute has endeavored 
to work, as far as possible, from informa- 
tion it already had at hand. The pur- 
pose of this policy was to utilize the 
available information at Headquarters 
and to reach a conclusion as to the most 
useful statistics before asking the assis- 
tance of the member companies. In the 
last analysis, however, the information 
sought will have to be secured in large 
part from the companies, and be com- 
pletely verified by them. Whatever the 
form of procedure in securing the infor- 
mation, the important thing was that it 
be compiled. 

The undertaking is still in the formu- 
lative stage, so the purpose in discussing 
it at the Conference was to enlist support 
and cooperation in furnishing the neces- 
sary factual information, toward the end 
that adequate authentic figures on this 
subject may be built up by the Institute. 
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One aspect of this activity is the mat- 
ter of cooperation with the Depreciation 
Committee of the N.A.R.U.C. in the 
development of factual data regarding 
the causes of retirement. In the discus- 
sions of various phases of the deprecia- 
tion question, at the joint meeting of the 
conferees of the E.E.I. and A.G.A. with 
the N.A.R.U.C. Committee in Chicago 
last February, one of the points upon 
which the two groups appeared to be 
generally in accord was that the varying 
characteristics of depreciation have a di- 
rect bearing on the value of property 
during its useful life and that the exent of 
loss in value in existing property is af- 
fected by the nature of the changes tak- 
ing place in it. The desirability of 
relevant factual data regarding deprecia- 
tion was apparently generally recognized 
and at that meeting it was mutually 
agreed that the subcommittee of the in- 
dustry and the N.A.R.U.C. should col- 
laborate in the compilation of such in- 
formation which might in general be 
accepted by all. That program means in 
substance that complete publicity must 
ultimately be attached to the results of 
the study. Mr. Davidson concluded 
“There is no doubt but that the depre- 
ciation question needs leadership at the 
present time—leadership that will under- 
take to meet its requirements in good 
faith, that will recognize its true char- 
acteristics and avoid ‘isms’ in its appli- 
cation.” 


Mr. Hooven as head of the newly or- 
ganized Engineering Subcommittee re- 
ported that not half of its members had 
the subject of Depreciation as a specific 
part of their bread-and-butter jobs. Per- 
haps this made it easier, at the organiza- 
tion meeting, for each member to make 
the flat assertion that he would approach 
the problem without prejudice or bias 
toward any particular formula. Before 
that meeting a preliminary outline was 
drawn up by Messrs. Rodey and Kohl- 
hepp to indicate the suggested scope of 
the subcommittee’s activities. This was 
not a definite assignment; it was rather 
a topical outline of problems to which 
engineers might be expected to make a 
useful contribution. But the Committee 
preferred to consider its task as an even 
larger assignment—that of placing its 
services at the disposal of the main com- 
mittee to further accomplishment of the 
general object described by Mr. Kohl- 
hepp at this Conference just a year ago: 
“Our problem and task stand out crystal 
clear. We must devise, or assist in de- 
vising processes of accounting for depre- 
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ciation which will be sound factually 
and financially, and at the same time seek 
to make such accounting so clear and 
understandable that it cannot be misin- 
terpreted or misused....” A search for 
the ideal objective obviously means close 
examination of existing formulas—not 
an arbitrary acceptance or rejection of 
any particular one. It means research 
into technical history and prophecy for 
the future based on advances in the elec- 
trical art. It means still more arith- 
metic done by both engineers and ac- 
countants. Regardless of specific instruc- 
tion to the engineers, and even though 
their reports might adhere to the strictly 
technical, the combined field of engineer- 
ing, accounting, management, regulation, 
rate making, law, economics, and philos- 
ophy would be wandered over in the 
search. 

Mr. Harry C. Hasbrouck in his as- 
signment concerned with the work of the 
Depreciation Committee entitled “Where 
De We Go From Here?” gave a brief 
forecast of the depreciation problem as 
it affects electric and gas utilities. Mr. 
Hasbrouck said among other things that, 
contrary to the cartoon, in a recent BuL- 
LETIN issue, captioned “Another hopeless 
case of straight line depreciation compli- 
cated by symptoms of obsolescence and 
depletion,” he would not call the case 
hopeless. In medical language, his prog- 
nosis was favorable. He felt that much 
progress had been made in the past 
twelve months and there was every rea- 


son to believe that the next twelve - 


months would see accelerated progress. 
All concerned now seem to recognize 
that the process of cost accounting, which 
is sometimes loosely called depreciation, 
is one concept and that the actual depre- 
ciation or loss in value is another, and 
that it is necessary for clear thinking not 
to combine the two. This is a gréat step 
forward. From such an agreement we 
can go on to find an answer to the prob- 
lem that has perplexed and sometimes ap- 
peared to be about to wreck the light, 
heat, and power industries. But there is 
a great deal of work yet to be done. Five 
years is not too much to explore all the 
complicated factors which result in de- 
preciation, and to learn the best way to 
forecast their effect and adjust our ac- 
counting thereto. 


Mr. Hasbrouck said he was skeptical 
about the development of any simple 
formula, and still more skeptical about 
complex formulae with a plausible ap- 
pearance (to the uninformed) of mathe- 
matical accuracy. In fact, he didn’t think 
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much of any formula. It was too likely 
to be used as an excuse to escape from 
thinking a problem through. Whatever 
would be done in the five years’ study 
would leave abundant room for the ex- 
ercise of informed judgment. Account- 
ants should never forget that they are 
trying to solve a problem, not merely to 
win an argument. However unfair and 
preposterous may seem the conclusions of 
opponents in any particular controversy 
involving depreciation and the account- 
ing therefor, there should be credit for 
honesty of opinion even when it is mis- 
taken. There is something to learn, and 
something to teach. One of the constant 
difficulties which has served to confuse 
the “depreciation problem,” and to make 
it a problem, is the failure to present 
facts and arguments clearly and consis- 
tently in cases before regulatory commis- 
sions and courts. One of the jobs that 
is now being carried on under the spon- 
sorship of the Edison Electric Institute’s 
Committee on Depreciation Accounting 
and the eager industry of Mr. Rodey is 
the analysis of testimony and exhibits in 
cases involving depreciation, to bring out 
the elements of weakness and strength 
in the presentation made by both sides 
to the controversy. In conclusion Mr. 
Hasbrouck stated that he wished only to 
repeat that we have come a long way 
during the past twelve months, but that 
we still have a long way to go, although 
with more certain steps toward a less 
misty goal. 


An interesting paper prepared by Mr. 
Charles B. Couchman on the “Account- 
ancy of Tomorrow” was presented by 
his partner, Mr. Joel Bowelby, because 
of the author’s recent automobile acci- 
dent. Other excellent papers presented 
at this session and also reproduced in 
this issue, include talks delivered by Mr. 
M. B. Folsom, Treasurer of the East- 
man Kodak Company; Mr. William W. 
Werntz, Chief Accountant of the Secur- 
ities and Exchange Commission; Mr. 
F. L. Griffith, Vice-President of the 
Peoples Gas Light and Coke Company 
of Chicago; Dean J. E. McCarthy of 
the College of Commerce, University of 
Notre Dame, and Mr. A. R. Colbert, 
Chairman of the Depreciation Committee 
of the N.A.R.U.C. 

The Session was honored by having 
Mr. P. S. Young, Chairman, Executive 
Committee, Public Service Electric & 
Gas Company of New Jersey pronounce 
the benediction and close the session. Mr. 
Young was much impressed by the results 
accomplished by the Conference. 
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Group Committee Meetings at the 


Accounting Conference 


ARELY have the Accounting 
R Committees ever received such 
sincere commendation for their 
efforts as was given for the excellence of 
programs and thoroughness of presenta- 
tion of subjects at the group meetings 
held in Chicago. The papers presented 
at these were valuable contributions to 
accounting literature. As space permits, 
a number of these will appear in later 
issues of the BULLETIN. 
A brief account of the meetings of 
each group follows: 


PLANT ACCOUNTING AND 
RECORDS COMMITTEE 


Meetings of the Plant Accounting 
and Records Committee were held Mon- 
day morning, Nov. 13, Monday after- 
noon and Tuesday afternoon. The Mon- 
day morning meeting was a closed meet- 
ing, limited to the members of the Plant 
Accounting and Records Committee and 
a limited number of committee member 
associates who are closely associated with 
the committee’s work. The Monday af- 
ternoon and Tuesday afternoon meetings 
were open meetings, each session being 
attended by approximately 250 enthusi- 
astic conference delegates. Mr. J. V. 
Cleary, Chairman, and Mr. H. FP. Tay- 
lor, Vice-Chairman, presided at these 
meetings. 

The Monday morning closed meeting 
was devoted largely to a review and 
discussion of the scope of the committee’s 
activities and outlining the committee 
work for the ensuing year. 

The committee members discussed the 
possibility of more closely coordinating 
their activities with those of the Plant 
Accounting Committee of the American 
Gas Association along the lines already 
adopted by the Depreciation Commit- 
tees. Mr. A. A. Lipschutz advised the 
members that the Technical Groups 
were in favor of having a subcommittee 
of the Plant Accounting and Records 
Committee handle the technical prob- 
lems reporting directly to this committee 
and serving in an advisory capacity, to 
the Technical Groups. Upon resolution 
made and seconded, it was unanimously 
agreed that the necessary organization 
be established for this purpose. 

The Chairman distributed to the com- 
mittee members for their review and 


comment copies of a report outlining 
briefly the History of Regulation and 
Continuing Property Records in the in- 
dustry as well as some entirely new and 
original concepts of what might at some 
future date be the basis for establishing 
an automatic rate base. 

The Monday afternoon session was 
devoted to the reading of several papers 
followed by open discussion relating to 
Original Cost Determination and Plant 
Accounting Operations. Mr. MacRae 
outlined in a very comprehensive man- 
ner his thoughts on the legal aspects in- 
volved in the classification and possible 
ultimate disposition of the amounts in- 
cluded in the “Plant Acquisition Adjust- 
ment” and “Plant Adjustment” Ac- 
counts. Mr. G. M. Vesselago then 
introduced the subject of Perpetuating 
the Original Cost Records, which was 
generally discussed. The subject of va- 
rious methods of analyzing costs was 
presented by Mr. S. W. Kittleman, who 
also took part in the subsequent discus- 
sion. Mr. G. K. Campbell outlined in 
a very thorough and comprehensive man- 
ner the various problems arising in con- 
nection with the Acquisitions of Prop- 
erty which resulted in some interesting 
discussion. The Manhour Method of 
Distributing Labor Costs was reviewed 
by Mr. L. I. Gibb, who answered a 
number of questions in connection with 
this relatively new accounting feature. 
The session was concluded after some 
general comments regarding the methods 
of Allocating Engineering and Supervi- 
sion Costs which were sponsored by Mr. 


A. A. Lipschutz. 


The Tuesday afternoon session was 
devoted largely to a discussion of various 
problems relating to Continuing Prop- 
erty Records. The session opened with 
a general discussion regarding Segrega- 
tions to be Maintained for so-called 
“Mass” Accounts and problems involved 
in Aging Overhead Systems. Mr. G. 
K. Campbell outlined generally his 
thoughts in connection with these prob- 
lems and led the prolonged discussion 
which followed. The subject of C.P.R. 
Units Vs. Retirement Units for “Inside 
Plant” Property introduced jointly by 
the Chairman and Mr. H. P. Taylor 
created considerable general discussion. 
A very interesting presentation in con- 


nection with Control of Construction 
Cost through Continuing Property Rec- 
ords was made by Mr. E. G. Hery, who 
also conducted the discussion which fol- 
lowed. Mr. H. P. Taylor then intro- 
duced the subject of Form of Continuing 
Property Record for Meters and Trans- 
formers, which created considerable 
active discussion. 

All of the sessions were productive of 
great benefit to the delegates, particularly 
the Tuesday afternoon session. 


CUSTOMERS’ RELATIONS, 
COMMERCIAL ACCOUNTING 
& COLLECTIONS COMMITTEE 


The well prepared and very interest- 
ing program of this group was enthusi- 
astically received by the 175 delegates 
who attended the three sessions which 
were held on Monday morning and 
afternoon and on Tuesday afternoon. 
Among the outstanding papers presented 
were those of Mr. J. A. Williams on 
the subject of “Meter Book Routing 
and Meter Reader Compensation”; 
Mr. W. D. Dyer, “Do Good Public 
Relations of a Utility End at the 
Door of the Collection Department?”; 
Mr. E. N. Keller, “Customer Account- 
ing Problems in Connection with Statis- 
tics for Federal Power Commission 
Report”; Mr. William T. Sperry, “It 
Might Happen Here” (in Commercial 
Accounting Operations); Mr. L. A. 
Mayo, “A New Plan of Rewriting 
Meter Reading Sheets”; Mr. J. O. Hill, 
“Rewriting Meter Reading Sheets by 
Alphabetic Tabulating Cards.” 

These papers were all mimeographed 
in advance of the meeting and were dis- 
tributed prior to the meetings in order 
to form a basis for their discussion. 
Other highlights of this group’s meeting 
included the presence of Mr. H. P. 
Sparkes, who was thoroughly cross- 
examined on his general session paper 
entitled “16 Functions on a Watthour 
Meter’s Chest.” 

Mr. Stanley P. Farwell of the Busi- 
ness Research Corporation, presented an 
excellent paper on Business Administra- 
tion in the Commercial Accounting 
Field. ‘This paper was a real contri- 
bution covering the following factors 
involved in the effective organization of 
commercial accounting work: Men, 





r, 1939 


uction 
y Rec- 
‘, who 
h fol- 
intro- 
inuing 
[rans- 
erable 


‘ive of 
ularly 


NS, 

ING 

“TEE 
terest- 
ithusi- 
legates 
which 
x and 
rnoon. 
sented 
ms on 
outing 
tion” ; 
Public 
it the 
ent?”; 
-count- 
Statis- 
nission 
ry, “It 
nercial 
L. A. 
vriting 
). Hill, 


ets by 


raphed 
sre dis- 
1 order 
‘ussion. 
neeting 
H. & 
Cross- 
| paper 
atthour 


e Busi- 
ated an 
inistra- 
yunting 
contri- 
factors 
tion of 

Men, 





November, 1939 


Methods, and Facilities Necessary, Im- 
portance of Fersonnel Element, Train- 
ing Personnel, Conference Method, 
Leadership, Functional Supervision, Cus- 
tomers’ Relations, Centralized Custom- 
ers’ Departments, etc. Mr. L. M. 
LaPorte gave an excellent detailed ex- 
planation of Mr. Bohl’s paper, which 
was presented at the General Session on 
Tuesday morning on the subject of 
“Proved Economies in Commercial Ac- 
counting Operations.” A lengthy and 
interesting discussion followed. 

Rarely has this reporter seen greater 
evidence of enthusiasm and interest than 
existed in this group meeting. There was 
no hesitancy on the part of anyone there 
to get up and freely speak his mind. Mr. 
Mayo, Chairman of the Committee, is 
to be congratulated. 


CLASSIFICATION OF 
ACCOUNTS COMMITTEE 


Attendance at these sessions varied 
from about 40 to more than 130. At one 
time, it was necessary to provide addi- 
tional chairs for the visitors. After brief 
opening remarks by the Chairman, who 
urged free and active participation in 
the discussions by all who were inter- 
ested in the subject, Mr. Haight pre- 
sented a paper on “Accounting Provi- 
sions for Merchandise, Jobbing, and 
Contract Work, and Work on Customers’ 
Premises”, stressing the nature of mer- 
chandising as an auxiliary to promotion 
of sales of utility service. Mr. Ambrose, 
speaking of “Contributions in Aid of Con- 
struction,” pointed out the distinction 
between contributions of capital cost of 
extensions, and payments which are in- 
tended to provide adequate revenues 
where the estimated amount of service 
required, at the regular rates, would be 
inadequate to provide a proper return 
on the additional investment in the ex- 
tension. He emphasized the fact that 
contracts should be so drawn that the 
nature of the payment will be clear and 
that where required to make up for de- 
ficient revenues, the amounts so collected 
and non-refundable might be included 
in operating revenues and not as a per- 
manent balance sheet item. 

A “System for Account Distribution 
of Labor Cost” was described by Mr. 
Clark. This was illustrated with copies 
of the forms used by the company whose 
system was described. Stress was laid 
on the necessity for adequate employee 
training if proper account distribution is 
to be achieved. Mr. Clark also pointed 
out that proper account distribution of 
labor cost is particularly important be- 
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cause labor cost represents such a large 
portion of the operating expenses. 

Mr. Hartogensis spoke on the “Re- 
lationship of Account Classification to 
the Control of Expenditures.” After 
drawing a distinction between the indus- 
trial and utility cost accounting problems 
he showed that in the utility there were 
two distinctly different types of cost— 
cost of service and cost of operations. 
The necessity of determining cost of 
operations in order to control expenses 
and lower cost of service was pointed out, 
as well as the inadequacy of the pres- 
ent functionalized system of operating 
expense accounts as a means of controll- 
ing cost of operations. 

The system of “Internal Control and 
Audit Procedure” of a large eastern 
utility was described in a paper written 
by Mr. Lanning and read by Mr. Riss- 
land in Mr. Lanning’s absence. In this 
paper, the distinction between account- 
ing and treasury functions was brought 
out very clearly. 

Mr. Glendening, speaking on “Main- 
tenance Charges in Systems of Ac- 
counts,” introduced a novel point in con- 
nection with mortgage requirements as 
to maintenance expenses. This was in 
connection with maintenance of certain 
types of equipment, such as stores and 
transportation equipment, where the cost 
of maintenance is included in clearing 
accounts and cleared, in part, to opera- 
tions or plant accounts. 


“Balance Sheet Accounts and the 


Public Interest,” by Mr. Miley, stressed . 


the need of clarity, free of technical and 
ambiguous titles, in the published bal- 
ance sheet. The 1938 balance sheet of a 
prominent utility which presented a 
short, simple, layman’s description of 
each item was illustrated as a model for 
development of public understanding 
and confidence in utility financial reports. 


In the discussion which followed each 
topic, further remarks and information 
on the respective subjects were offered 
by members of the audience. Particular 
interest of members of the audience was 
expressed in the papers on Contributions 
in Aid of Construction and on Internal 
Control and Audit Procedure. 


FURCHASING, STORES & 
TRANSPORTATION 
COMMITTEE 


At the Monday morning session three 
papers were presented, “Establishing a 
Base for Materials and Supplies— 
Stores Expense—Clearing Rates,” “Ac- 
counting for Materials and Supplies 
with Mechanical Accounting Equip- 
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ment” and “Purchasing Commodity 
Codes.” These papers were enthusiasti- 
cally received and freely discussed. The 
Chairman, Mr. K. C. Campbell, was 
particularly pleased by the fact that 15 
to 20 people took active part in the dis- 
cussion at each meeting. The results of 
the questionnaire on “Establishing a 
Base for Materials and Supplies—Stores 
Expense — Clearing Rates” furnished 
helpful data for discussion. The papers 
on “Accounting for Materials and Sup- 
plies with Mechanical Accounting 
Equipment” were discussed and many 
requests for copies were made. Mr. W. 
N. Boehm made a noteworthy contribu- 
tion to the Edison Electric Institute 
conference files in his presentation of 
the Mechanical Accounting System of 
the Consolidated Edison Company of 
New York. 

At the Monday afternoon session the 
“Effective Control of Materials and 
Supplies” proved to be a lively subject 
for discussion. The subject of “Inspec- 
tion and Testing of Purchases” disclosed 
the need for these examinations and will 
prove interesting reading for those who 
could not attend this session. 

At the Tuesday afternoon session the 
subject of “Accounting for Minor Mate- 
rials and Supplies as ‘Exempt Mate- 
rial’”” was presented for consideration 
by Mr. C. H. zurNieden of the Phila- 
delphia Electric Company. 


DEPRECIATION COMMITTEE 


This Committee held its one session on 
Tuesday afternoon. The program in- 
cluded a report to the Depreciation Com- 
mittee by the Chairman of the General 
Accounting Committee on the various 
accounting activities of the Edison Elec- 
tric Institute as a whole made at the re- 
quest of Mr. Kohlhepp. In addition and 
by request, he covered briefly a thought- 
provoking “accountancy of tomorrow” 
plan of rate regulation under a simplified 
and different theory of plant account 
system. Mr. C. E. Kohlhepp gave a 
detailed report of the progress of his 
Committee. He was further assisted in 
covering the activities of the Committee 
and its aims for the future by Messrs. 
H. C. Davidson, H. C. Hasbrouck and 
M. D. Hooven. One of the highlights of 
the afternoon session was the presenta- 
tion by Mr. Joseph Jeming, a young 
consulting engineer, of “An Asymptotic 
Method of Determining Annual and 
Accrued Depreciation.” There was some 
floor discussion, with comments by Mr. 
H. M. Tickle of the Alabama Power 


Company and others present. 








Page 512 


EDISON ELECTRIC INSTITUTE BULLETIN 


November, 1939 


_ Address of Welcome 


By Bernard W. Lynch 


President, Standard Gas and Electric Company 


Opening address before the Third National Accounting Conference, Edison Electric Institute. 


REETINGS and welcome to 
Chicago! I compliment you on 
this assembly gathered together 

here to carry out a great tradition for 
our industry—an accounting clinic for 
the improvement of service in all its as- 
pects. The gratitude of the industry is 
due your officers, chairman, committee- 
men and members for your devotion to 
this work. 

At the same time we can well afford 
to pay tribute to the men who in the 
past so arduously served as accounting 
section chairmen and committeemen in 
outlining and administering a program 
of standardized accounting procedure, 
for the Lord only knows where we 
would be today in this era of investiga- 
tions, reports, registration statements, 
prospectuses, etc., if we had not learned 
to speak a common language and to have 
a common understanding concerning the 
fundamentals of accounting as they ap- 
ply to the public utility industry. 

Our industry is at the crossroads of 
legislation, regulation, service and pub- 
lic opinion. Impossible as it is for any 
one of these roads to be traversed alone 
in a straight course, I am glad to say 
that I believe a better understanding is 
being reached between our industry and 
these four agencies. 

The accounting division has been one 
of the strongest factors in bringing about 
this closer understanding and more sat- 
isfactory state of cooperation between 
Government and the public utility indus- 
try, yet much still remains to be accom- 
plished, but I am confident that the 
strength and fortitude that have been de- 
veloped through these years of your 
working and progressing together will 
make it possible for you to grasp more 
quickly the problems of tomorrow and 
take them in stride. 

Time will be required, effort will be 
demanded, sacrifices may be necessary, 
but accomplishment will be achieved. | 

There is some gratification in finding 
from time to time that among the per- 
sons who have been delegated to regi- 
ment, or organize our business, there 
are men who display a willingness to 
concentrate upon and study our problems 
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as they relate to the requisites, or de- 
mands, of legislation and regulation. 

These persons and groups realizing 
their own responsibilities have asked our 
cooperation and they are getting it. In 
return, they are making suggestions— 
sometimes only of an experimental na- 
ture—that we may try out and analyze 
before they are set up as rules of the 
procedure. 

It would seem, therefore, that some 
definite progress is being made. 

We are now in the midst of a great 
social, economic, business and interna- 
tional complication. 

We await with business leaders of the 
world each word of news as it comes to 
us by the radio, press and other agencies, 
as well as the results of our own investi- 
gations. 

A national emergency exists without a 
doubt, but thank Heaven, from the 
standpoint of our industry, we are bet- 
ter prepared to meet it today than we 
were in 1917. We have learned impor- 
tant lessons in production, transmission 
and distribution of power. We have 
better learned to anticipate the needs of 
our customers and we are always ready 
to supply those needs as demanded. 

Unfortunately, many of these lessons 
have been learned during times of dis- 
tress and disaster such as today, but that 
does not dishearten the men of the public 
utility industry. Your organizations and 
mine still have in their ranks men who 
pioneered and are responsible for these 
results. Let us not forget these men 
who are still carrying on this heroic 
work. 

Most likely the foremost problem con- 
fronting us today is that of integration 
which, when completed, will result in 
reorganizations of corporate, financial 
and physical structures. Perhaps we may 
have to submit to be taken apart and put 
together again, but I believe that after 
the operation we will still recognize our- 
selves. 

In the meantime, our service must go 
on. It must not only go on, but it must 
improve, and all of us must be ambas- 
sadors from our industry to the public 
we serve in bringing to them more deep- 


ly the realization that we are honestly 
endeavoring to provide a better public 
service and, with it, even more efficien- 
cies and economies. 

It is our personal desire and intention 
to do these things regardless of any po- 
litical, legislative, or economic pressure 
that may be exerted upon us, and I’m 
sure we will all be in the game, working 
our hardest—with a fine example of 
teamwork. 

I have carefully read the program for 
your accounting conference. From an 
association with your profession of more 
than a third of a century, I can honestly 
say I have never seen a program with 
more progressive and complete coverage. 
The very first paper to be presented this 
morning is indicative of the spirit of your 
conference. It starts out with “Stream- 
lining’—which is the word of the day 
on land, on sea and in the air. 

One part of your printed program 
which interested me deeply is the letter 
which appears on the inside front cover, 
and is one of welcome to your chairman, 
Mr. Rodey, from the Mayor of this 
great city. That letter is significant— 
in its source and what it represents. It 
is emphatic, clear and concise in its mean- 
ing. To me, it deserves the prominence 
it has been given in the program, because 
it is a masterpiece of welcome, under- 
standing and encouragement to all of 
you. 

Let me call your attention to a few 
sentences in that letter. I quote: 

“We can glean the best out of the past, 
conserve the best of the present and make 
the best of the future, if we develop first 
the capacity to cooperate before the capacity 
to produce. Management and labor, political 


and civic leadership, cannot advance with 
divided loyalties and conflicting purposes.” 


He adds: 

“Your responsibilities are as great as your 
rewards.” 

I would like to paraphrase that state- 
ment by saying: 

“IT wish you could expect rewards as great 
as the responsibilities I know you have.” 

I thank you so much for inviting me 
here this morning because it is always 4 
grand feeling to be with the men of the 
accounting section. 
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Mayor Kelly Welcomes the 


By Hon. Edward J. Kelly 
Mayor, City of Chicago 


Address at the dinner meeting, Third National Accounting Conference, 


HICAGO welcomes your coming 
—and as Mayor of Chicago I 
am happy to be with you. 

From your findings here I am confi- 
dent that you will convince me of many 
things. 

You’ve probably heard that old story 
about the boss who said he was always 
open to conviction—but he’d like to see 
anybody who could convince him!!! 

When it comes right down to cases, 
bosses don’t have any rights at all—all 
they have is responsibilities. 

The only real boss in America today 
is public opinion—and it can’t be served 
with silence. 

I happened to be in New York last 
week to study their methods of garbage 
collection and disposal. 

While there I went in to see Mayor 
LaGuardia accompanied by Commis- 
sioner William Carey of New York’s 
Department of Sanitation. 

Mayor LaGuardia threw up his hands 
in protest to say—‘‘You know, Mayor 
Kelly, every time I see Bill Carey I have 
to think about finding more money for 
new garbage equipment. He’s always 
trying to sell me something new!” 

And with that—experienced, mellow- 
minded Bill Carey said something that 
both Mayor LaGuardia and I will re- 
member. 

He remarked—simply—that “if you 
were thinking about adding new account- 
ing machinery the same way that I am 
adding garbage collectors, you’d be sav- 
ing more money—for as the quality of a 
service increases, the cost of it decreases.” 

Mr. Carey went on to say: “I am just 
an ordinary business man and I was 
pushed into this field of political admin- 
istration—but I do think there’s a great 
deal of penny wisdom and dollar folly 
in being afraid of innovations in service.” 

Now I know that Commissioner 
Carey—engineer, railroad builder and 
good executive+—was taking the practical 
long view on business. 

The successful technique in any oper- 
ation ultimately comes down to knowing 
where you want to go—knowing what 
will take you there—and staying put 
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against high-pressure and false propa- 
ganda. 

The part-time auditor today is a thing 
of the past. The “hit and miss” account- 
ant went out with the High Stool Ledger 
Jockey. 

Yours is a recognized profession today 
that deals in something more than cold- 
blooded figures and _ cost-estimating 
charts. 

Into your plans for our future prog- 
ress is going the incentive that builds high 
the morale of our young men in industry 
today—a combination of values that adds 
up in the lasting satisfaction of a job 
well done—and done the honorable way. 
That is the thought we must keep fore- 
most in training our youth. 

Beyond adding up the results after 
they happen—your profession gives you 
the ability to predict what will happen 
if business operations are not properly 
protected and safeguarded with more 
than financial reserves. 

In generating respect for the utilities 
—you are high-lighting the great service 
they give to humanity. You are thinking. 
then in terms of human values as well as 
trial balances. 

WHAT WE DO WITH WHAT 
WE KNOW-—\that’s the vital thing that 
has to be brought down to a simple 
method of operation. 

Huxley was right when he said, 
“Scientific thinking is organized ¢ommon 
sense.” 

The salesman knows that the average 
man today is fighting two eternal things 
—time and circumstances. 

He is trying to stave off fear—debt— 
weariness and discouragement—and try- 
ing to have a little fun and comfort in 
between. 

And the man on the firing line will 
tell you that the average man is too busy 
to listen if he has to wade through a fog 
of facts—and a shower of statistics. 

I have come to think that the real 
hold-backs to humanity are not the prece- 
dent breakers, or the tradition smashers 
—whether they’re right or wrong. I be- 
lieve it is the type of stuffy one-way 
thinking that would mould humanity 
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into a groove that strait-jackets ambition 
and the will to expand. 

In widening your field of opportuni- 
ties, you may have stumbled into prog- 
ress at times—you may have had science 
chartering your way—but at all times 
you have had a passionate hunger to go 
ahead and not stand still! 

Ellis Parker Butler once wrote about 
a cow that had learned to climb a tree. 

The cow attracted the farmers for 
miles around—naturally. A tree-climb- 
ing cow was much more exciting than 
an ordinary cud-chewing cow. 

But when she got home at night she 
didn’t give much milk. 

The cow could play around—or give 
good milk. But it couldn’t do both! 

While there has been much criticism 
of this age of specialists—special plan- 
ning and special research—I’m for it. 

Science has done things for the human 
body because doctors have segregated 
their interests—and concentrated on eyes 
and ears—heart and nerves. 

The aviation interests have done the 
same thing—because they have segre- 
gated their interest in wind velocity— 
types of propeller—design and air routes. 

The radio men could not have brought 
us so quickly to the perfection of sound 
and reception we now enjoy—if there 
had not been specialists on transformers 
—specialists on low-wave frequences— 
and the many other miracles of the ether. 

All of them have studied each part 
separately—and then collectively—to ar- 
rive at the perfect whole. 

Specialists in engineering—accounting 
—or science—are not special pleaders— 
because that is not economic research. 

True research fears nothing or no one. 

It is without bias—and immune to 
“the easy way out.” 

Research has no axe to grind—no 
cause to shout. 

It is a fact-finding effort that seeks the 
truth—and lets the chips fall where they 
may. 

But it can’t be guess—or “hunch” 
thinking. 

It can’t be crystal-gazing or loose rea- 
soning. 
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It is not propaganda. 

It is not high-sounding oratory. 

It is something more than just facts— 
it is the reason why those facts exist. 

Not just the fact of business slumps— 
but the reason! 

Not just the fact of a better system of 
cost analysis—but the reason! 

Not just the fact of changing condi- 
tions to meet changing times—but the 
reason! 

Not just the fact of cooperation—but 
the reason for its need! 

When we have the reason—I think 
we are getting down to the bedrock in 
human relationships. 

It goes beyond a cure for the cure’s 
sake—it reaches out to elevate humanity 
and raise our standard of living because 
of an eternal urge for the decency and 
welfare of all men. 

Inventions can throw many plans out 
of gear—and knock established traditions 
into a cocked hat. 

The automobile did it—the refriger- 
ator did it—the radio did it. 

But if they revolutionized our cus- 
toms—they also created a ‘happy evolu- 
tion in better living! 

A banker once defined invention as 
“that which made his securities insecure.” 

Maybe that’s why so many of us are 
afraid of change—afraid to disturb the 
existing order of things—(a quarterly 
dividend check is many a man’s defini- 
tion of the “existing order’”)—afraid to 
meet the challenge of the present and 
the consequences of a stagnant future. 

I would rather believe that prosperity 
is an outgrowth of security that has been 
developed by human _intelligence—and 
not by adding machines ; 

That we won’t invent troubles if we 
don’t have them; 

That we won't create difficulties if 
they are not already with us—and that 
if we take the broad outlook, it will also 
be the bright outlook. 

The surest thing in our Democracy 
today is the stamina and courage that 
come out of a crisis to prove that Amer- 
ica can’t be licked—America won’t stag- 
nate. 

In all your findings—in all your inter- 
change of thought—I believe that is the 
dominant. influence : 

That with our natural resources—the 
deep-rooted love we have for our free- 
doms—the non-partisan guarantees that 
we have to enjoy them—all combine to 
make America today not alone the last 
citadel of freedom—but the widest gate- 
way for the opportunities of science— 
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and more and more benefits for more and 
more people. 

You are not expected to be the torch 
leaders. 

But you are expected to be unselfish 
about your contributions to advance our 
American way of life. 

Never in the history of America has 
there been greater need for more minds 
with clear vision—more hands ready and 
willing to mold a better destiny—more 
cooperation between all phases of our 
economic and social life—to raise our 
standard of living and hold high the 
morale of our boys and girls who will 
be the citizens of tomorrow. 
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I would like to leave with you a 
simple ideal: 

KNOW WHAT TO DO WITH 
WHAT YOU HAVE. 

That is reason alone for making the 
most of this 1939 conference—and set- 
ting up a program for the coming year 
that will keep the electric industry and 
the Edison Electric Institute among the 
leaders. 

Chicago is grateful that you came. 

The whole nation is leaning more and 
more upon your ability to find the an- 
swers to increased security and a more 
stable morale among our people. 

I am sure you will not fail them. 
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SOME COMMENTS ON THE CONFERENCE 


. it was a very substantial intellectual profit to have the privilege of participating 


* 


. .. I was particularly impressed with the attendance at the committee meetings and 


* 


. If ever an accounting conference had glamour, this one had. 


* 


. Big program put over with conspicuous success. 


* 


the public utility accountants 


* 


. . . The meeting was by far the best I have ever had the privilege of attending and 
I heard similar expressions from numerous other delegates. 


* 


. the papers were all excellent and the whole conference was extremely good. 


* 


. we are observing with deep interest the activities of your industry, because there 
are so many accounting problems that we have in common. 


*« 


... I personally talked with more than fifty men who had attended the group meet- 
ings and they were unanimous in their reactions that the conference had been one of 
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. a most interesting and constructive program. 
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... 1am afraid a lot of our people do not realize what a tremendous amount of 
thought and work had to be put into the program. The whole industry owes you a 
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Accountants Need a Sense of Humor 


An address before the 


T was kind of your committee to 
assign the subject “Accountants 
Need a Sense of Humor,” and not 

“Accountants Lack a Sense of Humor.” 
The latter subject I should have had to 
decline; there is no point in giving ad- 
vice on investments to an audience in the 
poor-house. I take it that you have the 
sense of humor—your wives verify or 
correct this assumption—and I proceed 
from there to suggest certain uses for 
this divine gift. 

The sense of humor, it seems to me, 
is essentially the sense of proportion, 
directed by the imagination to new 
points of view. To the man who lacks 
the sense of humor, life must be a 
sombre, hopeless sort of thing. Whatever 
confronts him at the moment is the most 
important thing in life—and if it is 
accounting that is the most important 
thing in life, we can well fear for his 
sanity. If the use of his imagination is 
limited to searching the field of possible 
entries to dispose of a vexing item, the 
joys of life are closed to him. To be 
a useful citizen, to make the world a 
better place for our having lived in it, 
the accountant, like every other man, 
must be able to laugh at himself. As a 
matter of fact, if we carry the analysis 
far enough, I think we will find that 
the men who are doing the most to dis- 
turb the peace of the world today, are 
men who take themselves too seriously, 
who cannot laugh at themselves. 

Now, I don’t want to confine this 
criticism to Stalin and Hitler, I want 
to extend it as far as I can; I want it 
to include all of those who by their 
preoccupation with immediate _ tasks, 
fail to see the larger pictures they should 
see, pictures they should show to others 
for the common good. 


Let me tell you how the accountants 
have sinned in this way. I don’t want 
to startle you—and it is certainly far 
from my thought to set up false con- 
sciences. My simple purpose is to point 
out to you that most accountants have 
not realized their opportunity to coun- 
teract the calls to class war that we are 
hearing daily, because they have been 
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chained to rules when they might have 
been pioneering. 

What do I mean? I mean that ac- 
countants have allowed the word “prof- 
it” to become one of the most ignomini- 
ous words in the English language. They 
have done this by adopting a stock- 
promoter’s rather than a comptroller’s 
mental attitude in their presentation of 
reports. The word “profit” .became the 
gossamer from which silk gowns were 
made. It was a synonym for the some- 
thing that a magic wand could evoke. 
It meant Castles on the Hudson built 
from the material of Castles in Spain. It 
was not something owed to somebody 
for a very real service; it was rather 
manna from heaven for the blessed few 
who were on the inside. 


That picture of profit quickly be- 
came material for class warfare. The 
politician found it excellent for rabble- 
rousing. The bureaucrat seized upon it 
as the bottomless well for new govern- 
ment expenditures. And it remained the 
principal bait for suckers in Wall Street. 

It is only very recently, the last few 
years, that an attempt has been made 
to tell what becomes of the consumer’s 
dollar when it reaches the corporation. 
The United States Steel Corporation 
did a bit of pioneering in its reports 
published in United States Steel News, 
December, 1937, and January-February, 
1938. It presented a nine-year report of 
operations. It noted that 50 per cent 
of the six billion dollars taken in during 
those nine years went for items over 
which United States Steel had no con- 
trol (taxes, goods and services pur- 
chased from others, etc.), and that 85 
per cent of the remainder went to wages 
and salaries, leaving 15 per cent of the 
remainder or 74% per cent of the total, 
to be divided between bond and stock 
holders as a return for the use of assets 
employed in the production of United 
States Steel products. Incidentally, the 
rate of return to the stockholders was 
21% per cent on their investment. 

The second cross-analysis, published 
in February, 1938, broke down the earn- 
ings in terms of employees. It showed 
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very significantly that the total amount 
of assets (the owners’ savings in the 
form of mines, plants, tools, etc.) was 
$11,534 for each of the 187,000 em- 
ployees. It meant further significant 
interpretation of the expenses of manu- 
facturing and eliminated the profit con- 
cept. 

A few hundred firms have followed 
this lead, and have published, through 
public relationship counsel, but not 
through accountants’ statements, a re- 
port to employees and to the general 
public. So far as I have seen, only one 
corporation, Allied Chemical and Dye, 
has used the term “wages for tools” to 
explain what the stock-salesman likes to 
call a “dividend.” I want to stress this 
term “wages for tools,’ because it is 
essential to what has been called the 
“Notre Dame short-form of operating 
statement.” I should explain that this 
is called the “Notre Dame form” be- 
cause it originated within the group 
that has been doing a pioneering job of 
economic research at the University of 
Notre Dame for the past four years. 


I wonder if accountants ever talk ac- 
counting problems over with their wives. 
It might be a good thing to try this. 
Wives are economists—they have to be 
—after all, we get our word “econom- 
ics’ from the Greeks, who used it in 
connection with the household budget. 
Most wives know the cost of pots and 
pans, and sewing-machines, and other 
terms of production, and they know 
their use, and depreciation, depletion, 
and replacement cost. They know the 
cost of carpets and of drapes. Most 
wives know at any given moment how 
much money they have, and how the 
cash balances with the obligations. Often 
enough, that’s how they get their new 
hats. Now an accountant may not re- 
gard himself as an economist—but until 
he begins to realize that he holds the 
key to economics, we will continue to 
suffer the evils that we observe today— 
with industrial production well above 
the 1929 level and the depression still 
upon us. 


How is this? It is a rather simple 
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matter. The accountant is the only man 
who has it in his power to give an 
x-ray picture of his company, of his par- 
ticular industry, of, ultimately, the na- 
tional economy. An x-ray picture re- 
quires a good film, a good camera, a 
good operator. The accounting depart- 
ment furnishes all three. And too often 
the accountant has refused to show the 
picture. Policies, both public and pri- 
vate, have been dictated by economists, 
whose sampling studies have given them 
a distorted picture of our whole econ- 
omy, and whose emotional rhetoric has 
scared themselves, the politicians and the 
general public into jitters, out of which 
have come, on the one hand, the ele- 
ments of class war, and on the other, 
legislation calculated to hinder still 
further our long-sought recovery. 

Perhaps you will tell me that it is the 
statistician, and not the accountant, who 
is at fault. I refuse to accept the dis- 
tinction. The accountant has not used 
his imagination and his sense of propor- 
tion in the right way, or he would be 
the statistician. It is the accountant 
who has the whole picture, and if he 
simply follows rules and takes orders, if 
he fails to give wings to his imagination 
to let it see that picture, if he fails to 
present that picture to his governing 
board, responsible for the policies which 
direct the employment of the people’s 
money entrusted to the corporation, then 
I say he has failed—whether consciously 
or unconsciously he must determine for 
himself. 


There is an ancient story that is much 
to the point as an illustration of the 
picture the accountant should present. 
It is of a negro revivalist who preached 
an excellent sermon, the burden of 
which was that salvation is free. The 
hat was passed. A brother in the front 
row rose up and protested: “Reverend, 
I thought you said salvation was free.” 
And His Reverence replied: “Brother, 
you said a mouthful. It is free as the 
air you breathe. But it costs a lot to 
pipe it to you.” The accountant should 
dramatize the pipe-line. 

Last year, at the request of the Gov- 
ernor of Indiana, a Tax Study Com- 
mission analyzed the physical assets of 
the State of Indiana and the income of 
corporations operating in the State. The 
Federal Income Tax Returns for the 
state were used for this purpose—and 
for the first time, incidentally, a state 
took advantage of the federal govern- 
ment’s permission to use these returns 
to help solve state problems. Later, the 
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chairman of the Commission, Dean Mc- 
Carthy, of the Notre Dame College of 
Commerce, published a simplified ver- 
sion of one section of this report, as 
one of the publications of the Notre 
Dame Bureau of Economic Research. 
He used the “Notre Dame short-form.” 

In a combined report of all electric, 
gas, water, and gas-heating utilities in 
Indiana, he showed that 10,190 men 
were in the employ of these companies, 
that their average wage was $1,161 per 
year, and that the public had invested 
$52,314 in tools for each man employed. 
The return to these investors in Indiana 
utilities was 414 per cent for bondhold- 
ers and 41/3 per cent for stockholders. 
The companies took in, from the sale of 
their product, a total of $78,147,601.46 
in the year 1936. This amounted to 
$7,668 per employee. To keep these 
10,109 men employed, the company paid 
$913 per man in taxes. Out of each 
$7,668 received, it spent $2,227 (33 
per cent) for goods and services pur- 
chased from others; $1,128 for interest 
on mortgage bonds and $907 as wage 
payment for tools used by the men em- 
ployed, while it set aside $775 per man 
(or 10.1 per cent) for depreciation. 

Now let me dramatize this picture a 
bit. After paying their current just 
debts, and the service of their long-term 
obligations, and after making provision 
for maintenance, present or deferred, 
the companies had left $2,074 per man 
employed. Out of this sum the company 
paid on the average $1,161 each to the 
men who worked for them, and $913 
to keep a man and a half employed on 
WPA projects. Those who put up their 
savings to lay cables and pipes, to fur- 
nish dynamos and coke ovens, received 
a return on the savings invested of 414 
per cent if they were bondholders, and 
41/3 per cent if they held stock—and 
this return was subject to personal in- 
come tax assessment, an item they would 
have missed had they invested in gov- 
ernment bonds instead of utility securi- 
ties. 


This, gentlemen, is not a class-war- 
fare picture. Neither is it a stock pro- 
motion picture. But it is an honest 
picture, and one calculated to stimulate 
the use of common sense in the solution 
of our common problems. 

The State of Indiana is not the only 
state which has used the short-form for 
an analysis of its economic problems. 
The State of Wisconsin has this year 
published some excellent reports on its 
economic position, under the direction 
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of Mr. Joel Hendrickson, Supervisor of 
the Income Tax Division of the Wis- 
consin Tax Commission. The State of 
Illinois has been analyzed by Professor 
Dickinson of the state University, and 
his report will be released the last of 
this month. The State of New Hamp- 
shire hopes to have its analysis ready 
within the next three months. 

The Wisconsin reports give much 
more detailed material than we find in 
the Indiana study. This is largely be- 
cause the state income tax, with its $800 
minimum exemption, affords a far more 
thorough analysis than was possible with 
the Federal returns, which were used 
in Indiana. 


I have not at hand a specific study 
of the utilities of the State of Wiscon- 
sin, but I can give you the broad pic- 
ture of the 8,589 corporations operating 
wholly in Wisconsin for the business 
year ending December 31, 1938. I find 
from these reports that 197,950 people 
invested their savings in these 8,589 
corporations. They employed 208,640 
persons. Please note that the number 
of stockholders was only 12,000 less 
than the number of employees—I am 
sure that in many cases they were the 
same persons. These 197,000 stockhold- 
ers received from the sale of the cor- 
poration product a total of $1,314,361, 
564. You accountants call that Gross 
Income. Approximately one-half of that 
was paid out again for goods and ser- 
vices purchased from others. After other 
just debts were paid, these companies 
had left $114,317,097. 

To dramatize this picture a bit, let 
me note that the investment in tools by 
the stockholders was $11,836 per person 
employed; that the gross income from 
sales was $6,269 per person employed. 
After paying for goods and services pur- 
chased from others, and for other just 
debts, the corporations paid an average 
wage of $1,376 to each man employed 
and gave the government $401 to keep 
a man on the WPA. The investors 
who paid $11,836 per employee for the 
tools received a rate of 11/5 per cent 
on their investment. 

These references to the WPA are, I 
fully appreciate, a dramatic license. As 
a matter of fact, in this particular pic- 
ture, the Federal Government took 
slightly less than $40,000,000 of the 
$84,000,000 collected in taxes from the 
Wisconsin corporations. As a further 
matter of fact, we realize that the WPA 
workers are paid more from future than 

(Continued on page 530) 
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The Controller’s Job—What Is It and Why? 


By Francis J. Brett 


Vice-President and Controller, Niagara Hudson Power Corporation 


An address before the Third National Accounting Conference, 


HORTLY after last year’s meet- 

ing I met a friend of mine whom 

I had not seen in some time. He 
came up to me with his hand out- 
stretched and said—“Well, hello, Frank, 
how are you? Say, I was out at the 
E.E.I. meeting in Chicago three weeks 
ago and I want to tell you that I am not 
the only one who is of the opinion that 
your speech was the best one you ever 
made.” To which I promptly replied, 
“Now, just one moment, Harry, you 
are a bit mixed up. You see | was sup- 
posed to speak at that meeting but un- 
fortunately I was taken ill and couldn’t, 
so I wasn’t even in Chicago, to say 
nothing of making a speech out there.” 
He said, “I know, but that fact doesn’t 
change my opinion any.” 

So when I received an invitation to 
speak at this year’s meeting I promptly 
accepted. I made up my mind that no 
friend of mine was going to meet me 
three weeks from now and tell me that 
I made just as good a speech at this year’s 
meeting as I did at the last. In other 
words, my last year’s speech is going to 
stand out as my all-time high, as far as 
I am concerned. 


There is one other little matter | 
should like to mention before getting into 
the subject assigned to me, and that is: 
What is there about this fellow Barney 
Rodey, our Chairman, that makes it im- 
possible for any one of us to refuse to 
do anything he asks us to do? He simply 
calls up on the phone and in that good- 
natured tone of voice with which he is 
so singularly blessed, asks you to do 
something, tells you how and when he 
wants it done, and before you know it, 
you say yes, and then before you hang up 
your telephone receiver your secretary 
walks in with an advance notice of the 
meeting upon which you are amazed to 
find your name and the subject upon 
which you are to speak. You know that 
man just seems to reach right into one’s 
vocabulary and remove the word “No” 
before you have a chance to use it on 
him. I have often thought that it is a 
lucky thing for feminity that he is not 
a Philandering Romeo! 


Chicago, Illinois, November 14, 1939 


About a month ago I received one of 
these telephone calls from our Chairman, 
Mr. Rodey, and he said, “Frank, you 
are to speak in Chicago on Tuesday 
morning, November 14, on the subject 
“The Controller’s Job-—What is it and 
Why?’” So I said, “Now, just a mo- 
ment, Barney, am I to ask that question 
or answer it?” “Why, you are to answer 
it, of course,” said Barney. “You've 
been a Controller for years and you 
should be able to do that.” So I said, 
“All right, I'll begin right now and tell 
you what kind of a job I happen to 
have.” When I finished telling him, all 
that was left of the telephone wire was 
the insulation and I was no longer a 
member of the Holy Name Society, but 
rather a bang-up candidate for the Barge 
Captain’s Union! 

However, I didn’t succeed in convinc- 
ing Barney that I couldn’t answer the 
question, that is, What is the Control- 
ler’s Job and Why? so I came out here 
to prove it to him and to you, if you will 
be good enough to listen to me. 

Of course in preparing what I have 
to say the great temptation which I had 
to overcome was to pick up one of the 
many textbooks on the subject of the 
controller and his duties and make 
enough changes in what I read to make 
what I had to say sound original. That 
would have been an easy way, but I was 
afraid, if you please, that I might fail 
to make a sufficient number of changes 
and subject my plagiarism to discovery. 
On the other hand, I might have had one 
of my associates prepare a speech for me, 
but here again I was gripped with the 
fear that he might prepare something 
so good that I would find it necessary to 
resign and at the same time recommend 
him as my successor. So I decided to 
undertake this job myself—come what 
may. 


The Controller—As a Technician 


First of all, I do not need to tell you 
that within the time allotted to me it 
would be impossible to cover, even brief- 
ly, all of the functions of the controller. 
I should like, however, to read to you a 
statement published by the Controller’s 


Edison Electric 


Institute, 


Institute of America (the organization 
which I have the honor to represent upon 
this occasion) setting forth certain spe- 
cific duties of the controller and consist- 
ing of seventeen items: 


1. The installation and supervision of all 
accounting records of the corporation. 

2. The preparation and interpretation of 
the financial statements and reports of the 
corporation. 

3. The continuous audit of all accounts 
and records of the corporation, wherever lo- 
cated. 

4.The compilation of production costs. 

5. The compilation of costs of distribution. 

6. The taking and costing of all physical 
inventories. 

7. The preparation and filing of tax re- 
turns and the supervision of all matters re- 
lating to taxes. 

8. The preparation and interpretation of 
all statistical records and reports of the cor- 
poration. 

9.'The preparation, as budget director, in 
conjunction with other officers and depart- 
ment heads, of an annual budget covering 
all activities of the corporation, for submis- 
sion to the board of directors prior to the 
beginning of the fiscal year. The authority 
of the controller, with respect to the veto 
of commitments or expenditures not author- 
ized by the budget shall, from time to time, 
be fixed by the board of directors. 

10. To ascertain currently that the proper- 
ties of the corporation are properly and 
adequately insured. 

11. The initiation, preparation, and issu- 
ance of standard practices relating to all 
accounting matters and procedures and the 
coordination of systems throughout the cor- 
poration, including clerical and office meth- 
ods, records, reports, and procedures. 

12. The maintenance of adequate records 
of authorized appropriations and the deter- 
mination that all sums expended pursuant 
thereto are properly accounted for. 

13. To ascertain currently that financial 
transactions covered by minutes of the board 
of directors and/or the executive committee 
are properly executed and recorded. 

14. To maintain adequate records of all 
contracts and leases. 

15. To approve for payment (and/or 
countersign) all checks, promissory notes, and 
other negotiable instruments of the corpora- 
tion which have been signed by the trea- 
surer or by such other officers as shall have 
been authorized by the bylaws of the cor- 
poration or from time to time designated by 
the board of directors. 

16. The examination of all warrants for 
the withdrawal of securities from the vaults 
of the corporation and the determination that 
such withdrawals are made in conformity 
with the bylaws and/or regulations estab- 
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lished from time to time by the board of 
directors. 

17. To prepare or approve the regulations 
or standard practices required to assure com- 
pliance with orders or regulations issued by 
duly constituted governmental agencies. 

The fact that I do not choose to dwell 
upon any or all of the subjects contained 
in that list is not because I do not agree 
that the list fairly represents the duties 
and responsibilities of the controller, but 
rather because I am aware of the fact 
that I am addressing a group in which 
the vast majority are corporation ofh- 
cials, for the most part accounting and 
engineering, or heads of departments in 
corporations, and therefore know, as well 
as I do, the duties and responsibilities 
which ordinarily fall upon the shoulders 
of the controller. In the circumstances 
the list needs no amplification by me. 

I believe that we would spend our 
time to better advantage if I discussed, 
as briefly as possible, a duty and respon- 
sibility which does not appear on that 
list, namely, the responsibility which the 
controller has with respect to his organi- 
zation and himself and when I use the 
title controller I refer to the chief ac- 
counting officer even though he may not 
be called the controller in his company. 


The Controller—As a Human Being 


A controller is and he never can be 
rated any better than the organization of 
which he is the head. If he is a “stuffed 
shirt” then you are very apt to find many 
stuffed shirts in his organization, in other 
words, you are apt to find that he has 
no corner on that characteristic. If he 
has the technical qualifications for the 
position he holds but is lacking in his 
ability to size up the individual members 
of his organizaton or those applying for 
a position in it, or to know, understand, 
and respect such individuals as fellow 
human beings, then, in my opinion, he is 
destined to failure. On the other hand, 
if he has had the proper training and ex- 
perience so that he knows his own job, 
and if he has spent enough of his life 
in an attempt to understand human na- 
ture to a point where he is able to ap- 
praise individual character, integrity, 
capacity, ambition, perseverance, etc., 
you will usually find under him an effi- 
cient and competent organization; an 
organization which can be depended 
upon to meet and cope with any emer- 
gency. 

And right along that line, may I say 
that it is not enough that he set up a 
good organization and then proceed to 
rest on his oars on the theory that it will 
run itself; he must make it a part of his 
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own job to see that its efficiency is self- 
perpetuating, and that can only be done 
by retaining the interest of the members 
of his organization and by exercising ex- 
treme care in the selection of new mem- 
bers. He must insist that those of his 
organization who have authority to hire 
people should regard that phase of their 
duties as the most important. 

He should confine the responsibility 
of hiring people to as few members of 
his organization as possible and insist 
that no one be taken into it unless the 
applicant measures up to the proper 
standards. I have always regarded the 
hiring of an office boy as an important 
job. Evidently that wasn’t so important 
thirty odd years ago, because that’s where 
I started, in spite of the fact that the 
program states that I started as a meter 
reader. 


The great trouble with getting care- 
less about hiring people for minor posi- 
tions is that if an incompetent individual 
gets into the organization at the bottom 
he will get just so far and the first thing 
you know is that he becomes a stumbling 
block to progress, and when a more com- 
petent person is advanced in place of him, 
he becomes discouraged and possibly dis- 
gruntled. That wouldn’t be so bad if 
he kept it to himself, but he never does. 
His dissatisfaction spreads to those 
around him who have not developed suf- 
ficiently to be impervious to his influence, 
and then the controller finds himself 
confronted with a situation requiring a 
major operation, which must be per- 
formed if the organization is again to 
function smoothly; an operation which 
might have been avoided if care had been 
exercised in the selection of the individ- 
ual in the first place. I regard it as a 
part of the controller’s job, and by the 
way a very important part of it, to see 
that the members of his department are 
given opportunities to increase their 
knowledge, for example, by offering 
financial aid for educational courses, dis- 
cussion groups, etc., and thereby prepare 
for promotion. 

In other words, a controller should not 
only be trained in finance, accounts, 
taxes, budgets, etc., but of equal impor- 
tance, he must know and understand 
human beings. As a matter of fact, his 
interest in them must be genuine; it must 
be a natural desire on his part to know 
and understand them. A synthetic de- 
sire will not do. 


The Controller—As an Executive 


While this requisite of a controller is 
of tremendous importance in any indus- 
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try, it seems to me that it is even more 
important in the public utility industry, 
Why? 

Because the controller is one of the 
executive officers of the company; he is 
a part of its management; as in most 
other industries but in the Public Util- 
ity Industry his department, from the 
standpoint of the number of employees, 
is one of the major departments. These 
employees — generally speaking — have 
relatives and friends all of whom are 
citizens in the communities his company 
serves. What I am getting at is that 
here is an army of representatives of our 
industry that, as a general rule, know 
less than they should about the back- 
ground of the industry upon which they 
are dependent for a livelihood. 

Time will not permit me to discuss 
the importance of the human side of the 
controller and his ability to understand 
the other fellow’s point of view when 
he is dealing with outside agencies, such 
as the general public, governmental agen- 
cies, banks, underwriters, etc., but I 
should like to spend a moment or two on 
the importance of having the members 
of his organization know something 
about the history of the industry in 
which he and they are employed, a phase 
of his duties, as well as those of his 
brother officers, which I do not believe 
has had the attention it deserves. 


In connection with that thought, may 
I speak rather broadly and suggest this: 
Anyone who regards himself as being 
familiar with the Public Utility Industry 
will, I believe, readily admit that all the 
more rigid and extreme Federal and 
State regulations and requirements under 
which we now operate came into being 
since 1929, the beginning of the depres- 
sion. Some of these new regulations or 
requirements I believe were necessary; 
others were not. While the Federal 
Trade Commission Investigation was 
started prior to 1929, the collapse of the 
security market in that year focused pub- 
lic attention upon it. That investigation 
was the forerunner of the Holding Com- 
pany Act and the amendment to the 
Federal Power Act. The Mack Inves- 
tigation in New York State was the fore- 
runner of the more recent amendments 
to the Public Service Commission Law. 
Without attempting to characterize these 
investigations one way or another, be- 
cause this is not the time nor the place 
for it, I suggest to you that the effect of 
the publicity attached to certain isolated 
instances disclosed by these investigations 
was to lower drastically the public esteem 





~~ -— Pe = * = SS 


» 1939 


more 
istry. 


f the 
he is 
most 
Util- 
1 the 
oyees, 
hese 
- have 
n are 
pany 
. that 
f our 
know 
back- 
1 they 


liscuss 
of the 
‘stand 
when 
, such 
agen- 
but I 
wo on 
mbers 
ething 
Ty in 
phase 
of his 


yelieve 


t, may 
t this: 
being 
dustry 
all the 
1 and 
under 
_ being 
lepres- 
ons or 
essary; 
‘ederal 
1 was 
of the 
d pub- 
igation 
r Com- 
to the 
Inves- 
1e fore- 
dments 
1 Law. 
fe these 
er, be- 
e place 
ffect of 
isolated 
gations 
esteem 





November, 1939 


in which our industry was held to a 
grade far below that to which the indus- 
try as a whole was entitled. To contend 
that we didn’t deserve some criticism, as 
well as some corrective legislation, would 
be foolish and idiotic. But right here I 
should like to say that one of our great- 
est mistakes, as an industry, was to at- 
tempt ‘to defend, either by silence or 
otherwise, every act of the whole indus- 
try, because such a position was unten- 
able. We should have made certain ad- 
missions and explained them. No job 
the size of the one done by our industry 
was possible without having made certain 
mistakes. In that respect our industry 
is no different from any other successful 
industry. In this connection, did it ever 
occur to you that no one could in good 
grace defend every act of the Twelve 
Apostles, because there was, as you know, 
a Judas Iscariot. St. Peter himself de- 
nied Christ; St. Thomas once doubted 
Him, and eleven of them slept when He 
was alone in the Garden of Gethsemane. 

How long this industry in which you 
and I are spending our lives will con- 
tinue to be treated as a political football 
I don’t know, but I believe that the trend 
of public opinion is on its way upward. 
As a matter of fact, it has been ever 
since these investigations ran out of 
startling disclosures and ever since the 
public realized that such disclosures rep- 
resented the exception and not the rule 
of the industry generally. 

Now what has all that got to do with 
“The Contreller’s Job—What is it and 
Why?” Simply this: That the control- 
ler, being a part of the management of 
the company and the head of one of its 
major departments, must do his part, 
along with the other executive officers, 
to keep the trend of public opinion on 
that upgrade until we have not only re- 
gained the public confidence we once had, 
but have acquired more than we have 
heretofore enjoyed and that which is 
commensurate with what we have earned 
and therefore deserve. 


The Controller’s Place in Industry 

When I think of the place in public 
opinion we should occupy and compare it 
with the one we do, I can’t help but feel 
that we have fallen down a bit, and I 
can think of no better way in which to 
illustrate what I have in mind than to 
tell you about an experience I had in 
the City of Buffalo the early part of 
last year: 

One evening as I was standing in the 
lobby of the Statler Hotel a friend of 
mine came along, took me by the arm 
and said, “Come on, Frank, 1 want-you 
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to come with me.” I, having nothing to 
do, went along. He took me into the 
ballroom which was packed with people, 
two-thirds of whom were men. At the 
end of the room there was a stage and 
the show was already well under way. 
That show was a performance given by 
the. Cornell Glee Club, and I am per- 
fectly sure that the vast majority of those 
in attendance were Cornell Alumni. At 
the close of the performance the Glee 
Club and the audience joined in singing 
their beautiful Alma Mater, “Far Above 
Cayuga’s Waters,” and I joined them in 
their song. 

Those men did not have voices which 
a vocal teacher would regard as good, 
but they sang with a deep sincerity. One 
could very easily tell that they loved 
the institution in connection with which 
that song was associated. Yet they spent 
only four short years of their lives in 
that institution. 


I was deeply impressed and that eve- 
ning as I was preparing to go to bed I 
was for a moment or two a bit envious, 
because I had never attended college. I 
realized that while I sang “Far Above 
Cayuga’s Waters,” I was not a qualified 
member of that chorus. I did not belong 
in that scene. And then that feeling of 
envy left me and I smiled as I remem- 
bered and said to myself, “Why I, too, 
have an Alma Mater. My Alma Mater 
is The Niagara Falls Power Company, 
the pioneer in hydro-electric power; my 


Alma Mater is the Power Industry of’ 


America.” And like those who sang, I 
love that industry and offer no apology 
for doing so. It is both my high school 
and college. 

Look at its record. Why that indus- 
try revolutionized the industrial world— 
to a great extent it revolutionized the 
social world—it made enormous contri- 
butions to the advancement of practically 
all the sciences—it entered every nook 
and corner of the houses in which people 
live, of the offices, factories, and shops 
in which people work—it lightened the 
burdens of men and women the world 
over. No other industry in the history 
of man contributed so much to his com- 
fort—so much to his enjoyment. We 
are accused of having made mistakes. 
Did anyone ever accomplish so much 
without making some? We are con- 
fronted with the accusation that we have 
had a few leaders of national prominence 
in our industry who were not what they 
should have been. Is that an indictment 
of all other leaders, past or present, any 
more than the act of Judas Iscariot is 
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an indictment of the acts of the other 
eleven Apostles, or their successors, or 
any more than the dishonest act of one 
member of a president’s cabinet is an in- 
dictment of all cabinet members, past or 
present? 

People the world over come to see the 
creatures of the brains and hands of those 
responsible for the power industry’s ex- 
istence, including presidents of our own 
country, kings, queens, nobility of all 
kinds, from other countries in the world; 
scientists, engineers, statesmen, and others 
of equal rank. In the visitors’ register of 
The Niagara Falls Power Company you 
will find internationally famous names 
of the past and present—that register is 
a veritable ““Who’s Who of the World.” 

And then another thought came to me: 
“Why should we love an institution, 
such as a university, in which we spend 
four short years of our lives, more than 
an industry or an institution in which 
we spend practically a lifetime? Why 
should we not love that industry quite as 
much?” An industry in which we rub 
elbows with men and women with whom 
we live, with whom we work, with 
whom we play, and with whom we share 
each other’s joys and sorrows—an indus- 
try for which men have given their lives 
that it might progress—an industry in 
which men and women have entered 
young, have grown old, and have died. 
Why should not that feeling of deep af- 
fection and loyalty for that industry be 
found in the heart of every man and 
woman in our organizations? 


Do you wonder that I should feel that 
we have fallen down a bit, if that dis- 
position is not there? Do you wonder 
that I suggest that helping to put it 
there is a part of an executive officer’s 
duty? If it is not there, should we not 
do something about it? Not, if you 
please, for mercenary reasons, but rather 
because it belongs there. We have, and 
still do, put enough of our brains into 
this industry—let’s put more of our 
hearts! 

I believe that if that feeling of warmth, 
color, and affection were in your heart 
and in mine, it would only be a question 
of time when it would seep through the 
entire organization on out to the citizens 
of the communities we serve, and then, 
figuratively speaking, when we stood up 
to sing our Alma Mater, those citizens 
would join with us, as I did in singing 
“Far Above Cayuga’s Waters” and then 
perhaps those citizens once again would 
rate us in the honor group as they did 

(Continued on page 546) 
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Control, Procurement, Storage, and Inventory 


of Supplies in the Navy Department 
By Captain Arthur H. Mayo, (SC) U.S.N. 


An_ address 


HE Navy Supply System is or- 

ganized to supply our Fleet, 

which, built and _ building, is 
planned to cover the fundamental Naval 
Policy of the United States. This 
policy is, “to maintain the Navy in suf- 
ficient strength to support the National 
Policies and commerce, and to guard the 
continental and overseas possessions of 
the United States.” This mission re- 
quires a far-flung system of supply bases 
and stations, and an organized general 
stores department, on every vessel, that 
is larger than a submarine or destroyer. 
It requires submarine and destroyer 
tenders, repair ships, general stores issue 
ships, cargo transport ships, oilers, and 
refrigerator ships. It necessitates stra- 
tegically located supply points both on 
the continent and in our overseas pos- 
sessions. 

The Bureau of Supplies and Accounts, 
of the Navy Department, exercises con- 
trol over this vast system, and formulates 
the policies and plans under which it 
operates. 

Decentralization is definitely a neces- 
sity. Each supply officer, ashore or 
afloat, determines the kind and quanti- 
ties of supplies, to be carried by the sup- 
ply department under his charge. How- 
ever, he has three basic guides: the 
Federal Standard Stock Catalog (Navy 
Supplement), which tells him what is 
standard stock; the ships’ allowance 
lists of equipage which inform him as 
to what items of equipment are per- 
mitted to a ship, and in what quantity; 
the Bureau’s assigned replenishment 
formula, which limits the quantities that 
may be carried in stock. 

Let me discuss these in order. First, 
the Standard Stock Catalog, which lists 
in alphabetical arrangement, all standard 
items of supplies, indicating the class for 
storage and issue, the group for procure- 
ment, and the specifications applying 
thereto. Under each class also appears 
each item of supplies, the specifications, 
standard nomenclature, stock numbers, 
approximate prices, and code words to 
facilitate placing of orders by radio or 
telegraph. 


before the 


Third National Accounting Conference, 
Chicago, Illinois, November 14, 1939 


The Navy and the whole Government 
service are indebted to Rear Admiral 
T. H. Hicks, S.C., U.S.N., Retired, 
for our Federal Standard Stock Catalog. 
He gave us standardized nomenclature 
based upon a scientific system, and he 
fathered the Catalog to completion and 
adoption. 

* * * 


The first assumed prerequisite, to ac- 
curacy of statement, is a common nomen- 
clature. To attempt to lay the founda- 
tion for definiteness of expression in 
specifications; to provide the means 
whereby each agent of the Government 
can comprehend exactly what is meant 
by the other; to make understandable 
entries on each document and record, 
requires that all things, which are the 
subject of purchase, be clearly defined 
and classified. This classification is funda- 
mental to accuracy of statement and lies 
at the foundation of intelligent direction 
and control. 

Generally, an item is called by any 
one of several synonymous names. ‘The 
Federal Catalog establishes a standard- 
ized system of nomenclature, upon the 
basis of which the name of each article 
is determined, and the use of synonyms 
avoided. The first word, of the nomen- 
clature of each item, is the noun, which 
names it in the broadest manner. This 
is followed by modifiers, in the order of 
their extensiveness in qualifying the 
meaning of the generic term. 


Ships’ Allowance Lists of Equipage 


These are prepared by the several 
technical and operating Bureaus, and 
list the items of equipage, in the allowed 
quantity for the particular vessel. This 
represents the equipments that may be 
drawn by the vessel as “Not in Excess 
of Allowance” and which the Bureaus 
consider as necessary for its operation 
and which they are prepared to maintain 
from their appropriations. These lists 
are used by the ships, in preparing their 
requisitions, and, by the supply points, 
in checking the requisitions, before filling 
them. 


Edison Electric 


Institute, 


Replenishment Formula 

The basis of this formula is past ex- 
perience, that is, past issues, with pro- 
vision for the consideration of known 
future out-of-the-ordinary demand. Ad- 
herence to the formula is of utmost im- 
portance, since it is the Bureau’s prin- 
cipal control: of procurement, and is a 
guard against the obtention of excessive 
quantities of stock which would later 
have to be transferred to other stations 
for disposal at an added freight cost, or 
even have to be sold (if the material 
should become obsolescent) at consider- 
able loss. This formula is as follows, 
and has application to all major stations: 
Past 18 months’ issues, plus twice the 
obligations, minus the quantities on hand 
and due, equal the amount to be re- 
quested—subject, to due allowance for 
any known increase or decrease in re- 
quirements. This formula would give 
about a twelve months’ maximum stock. 
In applying the formula, it is necessary 
that stock upkeep personnel distinguish 
between routine and non-recurring is- 
sues, and disregard the latter. 

The formula does not apply to minor 
stations or ships. The former are as- 
signed a monetary total stock limit to 
keep them in line, while the latter are 
limited to 9 months’ actual stock and 
are required to replenish all items to that 
quantity, whenever proximity to a sup- 
ply yard offers the opportunity. 

One exception to the replenishment 
of items by the formula is certain mate- 
rial, the issue of which is irregular and 
dependent upon casualties to vessels. 
Some of the items are anchors, chain, 
propellers, turbine blading, condenser 
and boiler tubes. Regardless of issues, 
a minimum stock of such items must be 
maintained, in order that a vessel having 
a casualty may be promptly returned to 
the Fleet. For these items a definite 
maximum and minimum stock is fixed, 
and the control is centralized in Wash- 
ington. Reports called “Change of Ma- 
terial Sheets,” are made when the stock 
status changes, either through receipts 
or issues, and replenishment is as directed 
by the cognizant Bureau. 
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The stock of general supplies is 
financed by the Naval Supply Account 
Fund, which is a revolving fund with a 
value, at the present time, of approxi- 
mately $73,000,000. Instead of obtain- 
ing stores, of common use, direct under 
a particular Bureau’s appropriation, all 
requirements are pooled, and procured 
under this fund, for ultimate charge to 
an appropriation when actually issued 
for use. This results in lower stocks 
than were necessary when each Bureau 
maintained its own stock pile. It also 
provides a means by which balances may 
be carried from one fiscal year to an- 
other without the necessity for augment- 
ing operating appropriations for that 
purpose. The Find does not, however, 
attempt to finance ordnance, aviation, 
and other technical supplies which are 
subject to rapid obsolescence. The values 
of such materials are enormous, and the 
danger of loss is too great for the Fund 
to assume. Those materials, for ac- 
countability purposes, are after purchase, 
carried in a stores account, known as 
the Appropriation Purchases Account. 

There are naturally some losses to 
the Naval Supply Account Fund, due to 
obsolescence, deterioration, and handling. 
To provide against depletion of the Fund 
through the steady drain incident to such 
losses, a surcharge of one per cent is 
made in calculating the issue price, and 
the price is rounded off to the next 
higher unit, according to the following 


Table: 
Unit cost of article Prices to be fixed at 


Less than 10 cents......... Next higher mill 
10 cents to 25 cents, incl... Next higher half cent 
Over 25 cents to $100...... Next higher cent 
More than $100......... Next higher dollar 


An exception is also made as to special 
material for shipbuilding purposes. This 
material, while purchased under the 
Naval Supply Account Fund, is, upon 
receipt, immediately charged to the ap- 
propriation, “Replacement Naval : Ves- 
sels,” and taken up for accountability 
purposes in a special stores account 
known as the RNV Stores Account. The 
reason for this exception is that the 
amounts involved are too great for the 
Naval Supply Account Fund to attempt 
to finance beyond the period of purchase. 

The Stock Division of the Bureau 
of Supplies and Accounts acts as a 
coordinating agency for supply depart- 
ments in the field, to secure the advan- 
tages of uniformity of policy, consoli- 
dated procurement, exchange of stock, 
and contact with the technical Bureaus. 
It obtains early information, of changes 
in specifications and designs, in order 


EDISON ELECTRIC INSTITUTE BULLETIN 


that stock of old design may be issued, 
before the new design is procured. It 
obtains necessasy guarantees, for new 
items stocked for a particular Bureau, 
on which there may be a question of 
probable future loss. This Division 
maintains no stock records, other than a 
file of excess stock reports. It depends 
upon the cooperation of supply officers 
in the field, in carrying out stock policies. 

The Division keeps a measure of con- 
trol, by means of action taken on pro- 
curement group requests, requisitions, 
surveys, excess stock reports, and by ex- 
amination of the balance sheets of stock 
classes submitted quarterly by the ac- 
tivities. 

Carrying points, and _ distributing 
points, have been established for the pur- 
pose of reducing the amount of money 
tied up in stock on items of considerable 
value, which are necessary, but of infre- 
quent use. These items are not carried 
by other activities, but can be procured 
by transfer, when necessary. 

Certain of the principal supply ac- 
tivities have been designated as main 
yards, while others have been named sub- 
ordinate stations, dependent upon a par- 
ticular main yard. On the East Coast 
there are six main yards; on the West 
Coast, two. 

The 89 classes of material, are divided 
into five arbitrary groups, each of which 
comes up for replenishment twice yearly. 
No attempt is made to stock all items of 
material used by the Naval Service. Ma- 
terial stocked is confined to (a) material 
for which there is a recurring demand; 
(b) material which, while of only occa- 
sional use, is peculiar to the Naval Ser- 
vice; (c) material required because of 
military necessity, for emergency repairs. 


The principal means for stock re- 
plenishment and control is what is 
known as the “Procurement Group Re- 
quest.” These are blanks sent out by 
the Bureau to the main yards as the 
respective classes covered thereby come 
up for replenishment. The yards fill 
in the stock status and the quantity re- 
quested. The subordinate yards send 
their requests for stock and their excess 
stock reports to the main yard upon 
which they are dependent, to arrive 30 
days before the date set for the submis- 
sion by the main yard of the semi-annual 
procurement group requests to the Bu- 
reau. An exception is as to carrying 
point items, when some main yard, other 
than the one to which the station is 
dependent, is the named carrying point. 

The main yards, distributing points, 
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and carrying points, fill the requests or 
requisitions from the subordinate sta- 
tions, by shipment from stock, except 
where the quantity is sufficiently large 
to warrant purchase for direct delivery. 
When the procurement group requests 
reach the Bureau from the main yards, 
they are checked against the Bureau’s 
excess stock records. The quantities to 
be purchased are determined. The re- 
quests then are forwarded to the Bu- 
reau’s Purchase Division for action. 


Procurement 


Procurement is by one of the follow- 
ing methods: 

(a) From stock at another naval activity. 

(b) Manufacture at a Navy Yard. 

(c) Transfer from another Government 
Department. 

(d) Order from Prison Industries, Incor- 
porated; National Industries for the Blind, 


Incorporated; or mandatory schedules of 
the Procurement Division, Treasury De- 
partment. 


(e) By purchase. 


I take it that you will be principally 
interested in the Navy purchasing sys- 
tem, since the other methods of obten- 
tion used by the Navy are not open to 
commercial activities. 

From a business point of view, all 
purchasing for any single-purpose or- 
ganization should be centralized in one 
office, and the Navy adheres to that 
principle, in so far as practicable. 

One difference between Navy and 
commercial purchasing is the degree of 
publicity given. Awards are made on 


bids, publicly invited and opened, and 


without subsequent negotiation with the 
bidders. An exception is material pur- 
chased for experimental purposes, and 
proprietary material, where there is a 
single source of supply, and where com- 
petition cannot be had. The law re- 
quires newspaper advertisement. In ad- 
dition to newspaper advertising, a bid- 
ding set is mailed to each firm on the 
Bureau’s mailing list, composed of man- 
ufacturers and regular dealers, for the 
class of material to be purchased. 

The Purchase Division of the Bureau 
consolidates the Procurement Group Re- 
quests into schedules which contain all 
essential information as to quantities, 
specifications, delivery conditions, exact 
time of opening bids, etc. The various 
items are grouped into lots, by grades 
or industries, to enable each bidder to 
bid on each item in a lot, and thus per- 
mit, as far as possible, award by lot, 
rather than by individual items. This 
simplifies award and encourages quantity 
prices, making the business of the Navy 
more attractive to the bidders. 
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On every purchase the purchasing of- 
ficer must certify that the award was 
made to the lowest bidder or that the 
material offered by lower bidders did 
not meet the advertised specifications in 
essential respects, which must be defi- 
nitely stated. This eliminates all chance 
of personal preference or of accepting a 
bid which offers a higher grade of ma- 
terial when there is a low bid complying 
with the minimum requirements of the 
advertisement. An award based on an 
evaluation of the bids received, may be 
made only when the basis or formula for 
evaluation is advertised in the schedule 
and known to all bidders. 

Materials whose prices are subject to 
market fluctuations, due to speculative 
conditions, or irregularity in supply and 
demand, such as tin, copper, or shellac, 
are purchased only after a study of the 
market trend indicates that prices are 
advantageous to the Government. 

Certain materials which are less sub- 
ject to rapid market fluctuations, and 
which can be procured on short notice, 
or which are perishable in nature, are 
purchased under running contract for 
delivery on short notice. These con- 
tracts cover periods of one month, three 
months, six months, or sometimes a full 
year. Some of the materials are lubri- 
cating oil, fuel oil, gasoline, packings, 
and provisions. 

Tinned provisions are purchased an- 
nually at the packing season for each 
product. 


Purchases of coal are made only from 
mines which have been inspected by the 
Bureau of Mines at the solicitation of 
the Department, to determine whether 
the quality of coal meets the Navy speci- 
fications and will probably be maintained. 

The very foundation of the successful 
conduct of a purchasing department rests 
upon the right specifications. Every ef- 
fort is made to have the specifications of 
schedules clear, definite, and complete. 

To facilitate the purchase of satisfac- 
tory materials, in cases where the time 
required for complete test is so great as 
to delay delivery, or where the cost of 
inspecting each delivery is prohibitive, 
or where the necessary tests require com- 
plicated or expensive testing apparatus 
not in general commercial use, or when 
the .technical requirements cannot be 
fully described by specifications—an Ac- 
ceptable List has been established. This 
is a list of approved materials. It is 
confidential, and the results of tests of a 
manufacturer’s material are never di- 
vulged to others. By each purchase 
schedule, manufacturers, who have not 
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had their material approved, are en- 
couraged to submit their materials for 
test. This in order that competition may 
be encouraged. The necessary quantity 
of material for tests must be supplied 
free of charge, and when the cost of 
test is more than nominal, a deposit must 
be made by the manufacturer to cover 
the actual cost involved in testing his 
own material. 

Some material, including hack saw 
blades, chisels, grinding wheels, tool 
steel, and crucibles, are purchased on the 
basis of work value; storage batteries on 
guaranteed cycles; and dry batteries on 
performance units. 

Unfortunately, there are some bidders 
who will accept a contract, and then at- 
tempt to deliver material of inferior 
quality, not meeting specifications. The 
only remedy is a rigid but fair inspec- 
tion. ‘To insure such an inspection, the 
Navy has located Inspectors of Naval 
Material, with competent staffs, . at 
strategic points throughout the country, 
in order that the inspection may be 
made, at the plant where the material 
is manufactured. This is, obviously, in 
the interest of both the legitimate manu- 
facturer, and the Navy, since it elimi- 
nates transportation delays, and expedites 
replacement of unsatisfactory material. 
Local Purchase 

In order to make the Navy’s procure- 
ment system, sufficiently elastic, to meet 
the needs of the service, material re- 
quired for immediate issue, which is not 
in store, and which cannot be obtained 
from contracts in force, may be pro- 
cured by the local activity, without ref- 
erence to the Bureau. Also, the Com- 
mandant of any activity is authorized to 
approve for purchase any emergency 
requisition. 

Restrictions 

All Government purchase systems are 
handicapped to some extent, by laws 
which Congress has seen fit to enact, for 
the protection of the public interests, or 
to accord with public policy. Some of 
these are the Eight Hour Law, the 
Walsh-Healey Act, the Vinson-Tram- 
mell Act, and the so-called Buy Amer- 
ican Act. 


Storage and Inventory 


The storage plan provides, that the 
physical arrangement of property in 
storehouses, shall conform to the classi- 
fication and alphabetical arrangement, 
of the corresponding items in the Stock 
Catalog; and that items, or sizes, not 
listed in the Catalog, be interpolated in 
their proper places. 

The system is thus designed to realize 
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the major objectives of material control: 

(a) To secure immediate accessibility 
of each item stored, with ready identifi- 
cation thereof. 

(b) To obviate the necessity, for 
antecedent familiarity, with the material 
handled, on the part of personnel oper- 
ating the issue system. 

(c) To facilitate prompt and accurate 
inventory. 

Each article is assigned a standard 
stock number. This number is made up 
of three portions: (a) The class num- 
ber; (b) The initial letter of the name 
of the article; (c) The serial number, 
These serial numbers are so assigned 
that the items in each class under each 
letter are arranged in numerical order, 
ie., the system of arrangement is alpha- 
betical-numerical, so that any item may 
be readily located, either by its nomen- 
clature, or by its stock number. 

Of necessity, every storehouse must 
contain many non-standard articles not 
in the Catalog. The numbering of 
these articles is cared for by interpolating 
them among the Catalog items, then ap- 
plying appropriate serial numbers. 


Inventories 


The system of arrangement, and 
cataloging of stock, which has been out- 
lined, permits accurate and economical 
inventories. If an arrangement of stock 
corresponds exactly with the order of 
items in stock records, and when identi- 
cal stock numbers, and nomenclature, 
are used in each case, it is obvious that 
the taking of an invéntory, becomes a 
simple matter—only the accurate count- 
ing of the physical stock being requisite. 

The cost of taking the Navy’s inven- 
tories is comparatively negligible. Or- 
dinarily, at each activity only one or two 
employees are engaged primarily upon 
inventory work, and in the rectification 
of discrepancies discovered. Employees 
normally engaged in other work are de- 
tailed to the inventory squad according 
to a monthly schedule, which provides 
for the annual counting of each item of 
stock. When a class comes up for in- 
ventory, all stock cards concerned, are 
impounded by the chief bookkeeper, and 
removed to his section, where custody is 
retained until final proof of correctness, 
or the definite existence of a difference, 
is found. The counters have no knowl- 
edge of the items or quantities and there- 
fore an actual physical count must be 
made. The standard stock stowage, both 
of retail bins and bulk stock, is by stock 
numbers, which gives the best possible 
arrangement, for inventory purposes. 

(Continued on page 546) 
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Proved Economies in Commercial 
Accounting Operations 


By A. J. Bohl 


Assistant Secretary-Treasurer and Controller, Wisconsin Electric Power Company 


An address before the Third National Accounting Conference, Edison Electric Institute, 


UR company like many electric 

utility companies is the out- 

growth of a street railway com- 
pany. For many years, the railway end 
of the business required most of the at- 
tention. Development of the electric 
light and power utility started about 
1910. In 1921 the electric utility began 
to show very substantial gains annually 
in the number of electric customers. 
During the five-year period ended De- 
cember 31, 1925, more customers were 
connected to the company’s system than 
during the preceding twenty-eight years. 
Naturally, during this five-year period 
we experienced severe growing pains. 


Prior to 1921, the growth was gradu- 
al and the increase in the customers 
could be handled by adding employees, 
but when the number of customers more 
than doubled in a five-year period, we 
saw the necessity of giving consideration 
to improvements in accounting pro- 
cedures and facilities. We realized that 
the problem brought about by our more 
rapid growth would continue to plague 
us, for we believed that our business 
would continue to expand. In consult- 
ing our sales department we learned of 
a contemplated long-range program to 
obtain substantial annual increases in 
the number of customers with an ob- 
jective of a quarter of a million custom- 
ers on service within the next ten years. 
In addition, our sales department voiced 
the opinion that millions of dollars 
would be spent by these customers on 
major electric appliances most of which 
would have to be sold on the installment 
plan. On the basis of this information 
we concluded that we were not only 
faced with the expansion problem which 
had rapidly crept upon us in the preced- 
ing five years, but that we also had the 
estimated expansion of the next ten 
years to consider. 

An analysis of the entire problem re- 
solved itself into a number of definite 
objectives. There was the matter. of 
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acquiring suitable office space which 
would be readily accessible to the cus- 
tomer and to the records; an office suf- 
ficiently large to allow for future ex- 
pansion tentatively set at 100 per cent. 
Our office practices required moderniza- 
tion. The manual methods which were 
outmoded and uneconomical would have 
to be replaced by machine methods. The 
selection of supervisory and productive 
personnel would have to be placed on a 
scientific basis. An educational program 
to train and maintain a well informed 
personnel would have to be developed. 
Procedures, practices, and policies would 
have to be reformulated to improve cus- 
tomer relations and take account of the 
increasing requirements of regulatory 
commissions. Last but not least, an ef- 
ficient system would have to be devel- 
oped which would keep our costs of 
operation at a minimum. 


With the foregoing objectives we pro- . 


ceeded on a program of economy and 
modernization. How successful we were 
in accomplishing our end is a matter of 
record. Our labor cost per bill for 1938 
was 9.78c. as compared with 10.68c. in 
1926, the first year in which detail cost 
records were maintained. This overall 
economy was achieved in spite ‘of the 
fact that the average hourly wage rate 
was increased from 58.56c. in 1926 to 
78.36c. in 1938. This increase is due 
in part to increased base rates and to a 
reduction in the working hours to 40 
a week. 

It is my opinion that you are primari- 
ly interested in what steps we took to 
accomplish these economies. At the out- 
set let me say that there is no royal road 
to effecting economies. It is rough and 
full of obstacles, pet ideas must be drop- 
ped, prejudices must be overcome, and 
(the hardest problem of all) employees’ 
habits of performing their work must 
be changed. However, in order to keep 
abreast of the times and effect economies, 
changes must continually be made. What 


is the best method today may be obsolete 
tomorrow. 

In initiating an economy program do 
not expect phenomenal savings. As wil! 
be pointed out from time to time in this 
discourse, total savings are the accumu- 
lation of small savings or as some one 
put it “picking up pins.” No well super- 
vised system is so wasteful as to be 
subject to great economies. On the other 
hand no system is so perfect as to pre- 
clude some improvement. 

The accumulation of small savings can 
best be illustrated by the fact that during 
a 12-year period our net overall saving 
amounts only to one cent per bill per 
month, but when we consider that 234 
million bills are rendered each year, it 
amounts to quite a sizable sum. Such 
savings are repetitive. We are of the 
opinion that over a similar period, most 
companies, if they followed no economy 
program, will show an increase in ac- 
counting costs. The small savings are 
accomplished only by an organization 
which is tuned to making changes to 
hold operating costs at the prevailing 
level or to lower them and to defeat 
all causes which tend to bring about in- 
creased costs. 

The changes which were a part of our 
program of economy can be grouped in 
five significant types. We consider each 
a vital link in our organization bearing 
an equal portion of any credit in the 
final accomplishments. In the few min- 
utes allotted, I must necessarily hit only 
the high spots and accordingly ask your 
indulgence. 


1. Organization of Development Group 

Our first step in the economy and 
modernization program was to deter- 
mine what changes in accounting prac- 
tices should be made. 

The work supervisors were consulted, 
and it was evident that they were un- 
able to give much attention to the prob- 
lem because all of their time was con- 
sumed in directing operations. This 
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necessitated the organization of a devel- 
opment group which could concentrate 
on the development and installation of 
changes designed to effectively produce 
improvements and reduce accounting 
costs. The organization of the develop- 
ment division is patterned after the or- 
ganization of a modern manufacturing 
plant. No manufacturer would consider 
leaving improvements of design, mate- 
rial, or methods to a shop foreman or 
a machinist. Most accounting offices, 
however, depend upon work supervisors 
for the development of improvements in 
accounting methods and procedures and 
for the installation of such improve- 
ments. Our development group is en- 
tirely separate from the operating or- 
ganization and is the accounting counter- 
part of the manufacturer’s engineering 
and planning department. 

The development division was sub- 
divided into groups corresponding to 
operating groups of the customers’ ac- 
counting division. Ultimately a man 
was assigned to the meter reading, bill 
delivery, credits, collections, billing, 
bookkeeping, accounting machines and 
rates, rules, and regulations. This ar- 
rangement required that the man as- 
signed to each group would have to 
become a specialist in his particular field. 
He would be entirely responsible for 
all improvements and reduction of costs 
in the division to which he was assigned. 
The work supervisor was relieved of 
the responsibility of making improve- 
ments and installing them. It, however, 
placed a greater responsibility upon the 
work supervisor for producing a higher 
quality and a larger quantity of work, 
for the strict adherence to the newly 
established methods, rules, and regula- 
tions, and for the improvement of public 
relations in the customer-contacts of his 
division. 


It can be seen that the development 
man, while not a part of the operating 
division,, was closely associated with the 
work supervisor, and that the work of 
the two was so closely interwoven that 
it required the highest degree of co- 
operation to accomplish the desired re- 
sults. It was obvious that employees 
selected for this work must possess cer- 
tain qualities such as an analytical mind 
and the ability to sell the changes not 
only to the work supervisor but to the 
employees as well. It was essential that 
each development man know the opera- 
tions of the division as well or better 
than the work supervisor, otherwise he 
would not be able to cope with the ob- 
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jections, pet schemes, and other ob- 
stacles that would be forthcoming from 
the operating division. 

The development division, in addition 
to the study of accounting practices to 
effect economies, is responsible for the 
follow up of changes previously made 
to see that they remain in effect and are 
not deviated from because of variations 
in personnel or for other reasons. It is 
also responsible for periodic audits to 
insure strict adherence to rates, rules, 
and regulations ordered by regulatory 
commissions. The division likewise has 
the responsibility of certain internal di- 
visional audits such as employees’ pro- 
duction reports, upon which bonus pay- 
ments are made, postage used, customers’ 
deposits, and other miscellaneous items. 
The development division assumes re- 
sponsibility for all accounting analyses 
requested by regulatory commissions and 
for special analyses required by the man- 
agement because of major changes in 
accounting policies. Such analyses and 
investigations in the past were assigned 
to operating divisions to be absorbed in 
their regular daily work. This change 
relieved the operating division of the 
responsibility of assuming work foreign 
to its general activities. The absorption 
of such special work affected their pro- 
duction and accuracy, frequently dis- 
rupting their working schedules, and re- 
quiring unreasonable amounts of over- 
time, all of which made for less effi- 
ciency and higher costs. Such conditions 
were eliminated by the development 
group which, as trouble shooters, are 
always available to absorb special or 
emergency peaks. 


The cost of operating this division is 
charged to the accounts that obtain the 
benefits of the work performed. The 
results of their efforts are labor savings 
that are repetitive. Such savings must 
and do justify its existence. We feel we 
could not afford to be without one. The 
ultimate analysis of the work performed 
by this group shows it is not an addi- 
tional expense but a major portion of 
our economy. 

The benefits derived from the devel- 
opment group in its infancy indicated 
that its activities should not be confined 
to customers’ accounting alone but that 
it should be ultimately, and since has 
been, extended to other divisions of the 
accounting department. 

2. Selection and Training of Supervisory 

Employees 

While organizing the development 

group and placing into effect some of 
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the changes which were recommended, 
we saw the need for supervisors of 
greater ability. Most of our supervisors 
could satisfactorily operate their groups 
provided the prevailing practices re- 
mained in effect or only minor changes 
were made thereto. However, we had 
to have men who were sympathetic in 
their views toward major changes in op- 
erating practices and who were capable 
of assuming increased responsibilities 
and keeping pace with a greatly accel- 
erated, high-speed organization. On top 
of this, the change from a unit plan of 
operation to that of a specialized plan 
with increased production and increased 
accuracy affected the attitude of the per- 
sonnel. The qualifications of the super- 
visor then were increased. He had to be 
a person who could adapt himself to the 
changes for improvements and who 
could handle the accompanying person- 
nel problems with patience and an un- 
limited amount of tolerance so that the 
good employee relations which existed 
in the past would continue. 


Realizing that we were confronted 
with a serious problem in our super- 
visors’ ability, the second step in our 
economy and modernization program 
was apparent. The supervisors were as- 
sembled to receive an explanation of 
our program and‘to contribute their sug- 
gestions. toward its development. In 
order to determine their full qualifica- 
tions, we called on the services of our 
educational department psychologist 
who had been engaged in employee se- 
lection work for other departments. The 
reports from the psychologist and the 
educational director indicated that some 
of our work supervisors lacked the abil- 
ity required of work supervisors in a 
high-speed, productive accounting or- 
ganization. All of these men were loyal, 
honest, and steady employees of long 
standing, but we had apparently loaded 
our staff, as the system grew, with some 
rank and file men who, for the most 
part, were limited with respect to the 
expanding accounting system which we 
contemplated. In other words, the sys- 
tem was outgrowing the ability of the 
men to handle it. Those who did not 
have the ability were shifted to positions 
of less responsibility. Vacancies were 
filled with qualified men by promotions 
from within the division, transfers from 
other divisions or departments, or with 
new employees. Revisions to operating 
procedures were worked out by the de- 
velopment man and discussed with the 
work supervisor, who indicated correc- 
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tions, additions, and finally approved 
their adoption. At stated periods, indi- 
vidual meetings were held with the 
vork supervisor, his assistant, and the 
respective divisional development man. 
Also at stated intervals, collective meet- 
ings were held with all supervisors and 
all development men. These meetings 
served to keep the entire organization on 
its toes and brought forth valuable sug- 
gestions. These individual and collective 
conferences stimulated an esprit de corps 
that to date remains an important factor 
in the continued success of our economy 
program. 


These conferences made it apparent 
that some method of measuring the work 
supervisor's and the development man’s 
effectiveness had to be established. The 
best measurement was on the basis of 
pay roll costs and the number of em- 
ployees in service. Payroll expenses for 
each division were budgeted and com- 
parisons made between the current 
month, preceding month, and the corre- 
sponding month of the previous year. 
Each supervisor and development man 
knew exactly where he stood at all times 
and was held strictly accountable for 
differences or fluctuations of labor ex- 
penses in his group. This arrangement 
provided an efficient means of controll- 
ing costs. It set up an organization 
which was progressive and willing to 
experiment with new methods. The su- 
pervisors were open-minded, taking and 
giving suggestions, all eager for improve- 
ments, and all realizing the importance 
of their responsibilities. —To continue the 
cost in a downward direction we took 
the third step in our economy program, 


_ which was the selection of proper em- 


ployees for each supervisor. 


3. Selection and Training of Rank 
and File Employees 

In placing the developed procedures 
in effect, certain employees were found 
to be able to handle the new operations 
with considerably more ease than others. 
In those cases where employees were un- 
able to perform the new assignments, the 
employee was referred to the educational 
department psychologist for a report on 
his ability, so that we could determine 
the best position in which to place him 
in the organization. This left vacancies 
for which new people had to be selected. 
The old method of having the division 
head personally interview candidates had 
to be dispensed with and selection had 
to be made on a more scientific basis. 
This required that we again call on the 
psychologist. The jobs were studied and 
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specifications of the requirements were 
prepared. In order to prepare these 
specifications, the most satisfactory em- 
ployees were used as a standard. It was 
then necessary to obtain candidates for 
these vacancies who could meet these 
standards. We found that graduates of 
high school commercial courses provided 
a fertile field from which we could 
draw. Students who were outstanding 
their classes were invited to take the 
educational department tests. Those 
who passed the highest test were selected 
for employment. These graduates are 
particularly desirable because it is their 
first job. They had no previous oppor- 
tunity to form any habits, good or bad, 
which would have to be unlearned. 

The second part of the personnel 
problem was caused by shifting em- 
ployees from one occupation to another 
who had not satisfactorily performed 
the work previously assigned to them. 
This resulted in their wages being out 
of line with that commensurate with the 
new position. This second problem was 
overcome, to some extent, by the natural 
turnover and by requiring people to 
perform work equivalent to their wage 
scale or making the necessary adjust- 
ment to bring the wage in line with 
others doing similar work. 


The third part of our personnel prob- 
lem was to lay out the proper educa- 
tional program and to supplement it 
with job manuals to facilitate the ad- 
vanced training of employees for promo- 
tion when openings occurred in the next 
higher wage classification. 

The fourth part of our personnel 
problem was the establishment of pro- 
duction and accuracy standards with a 
beginning and final rate to be paid 
within a reasonable period after the in- 
dividual met the requirements of pro- 
duction and accuracy set for the position. 

The fifth part of our personnel prob- 
lem was the conversion of existing 
group wage incentive plans to individual 
plans. This permitted the measurement 
of the individual’s work and placed each 
employee in a competitive position for 
promotion. 

When the five factors operate simul- 
taneously, the result is a highly produc- 
tive and efficient organization striving to 
produce more satisfactory work for pro- 
motion and higher wages. Good em- 
ployee relations exist because no one is 
receiving a wage in excess of that speci- 
fied for the position. The employees 
know that there is no partiality shown 
or preference given, as the supervisors 
have no control in making promotions 
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or changing wage rates. These decisions 
for promotions and wage changes are 
based on established records which form 
the basis for wage payments. 


4. Gain Sharing or Bonus Plans 

Wage incentive plans have been in 
effect in our company for many years. 
These wage incentive plans were, for 
the most part, group plans which paid 
the average earnings of the group to 
each employee, and frequently resulted 
in overpayments to the low producer 
and underpayments to the high producer, 
whereas individual wage incentive plans 
paid employees exactly what they earned. 
As the jobs were now on a specialized 
basis, bonus paid in each specialized 
group permitted the establishment of 
production standards. These standards 
in turn were used in the application of © 
starting and final wage rates and be- 
came the basis of promotion from one 
occupation to another. 

Consolidating these factors into the 
wage incentive plan stimulated all em- 
ployees to maintain the highest standards 
possible. This decreased the attention 
the work supervisor was required to give 
each individual and permitted him to 
assist with development work, and fol- 
low through operations in his depart- 
ment similar to that of a production man 
in the production department of a man- 
ufacturing concern. 

In the establishment of bonus plans, 
consideration was given to accuracy com- 
ponents so that accuracy is not sacrificed 


for speed. Probably the best example of 


this is in the machine billing operation, 
where approximately 60 per cent of the 
bonus paid is based on production and 
the balance is paid for quality work. 


5. Customers’ Hall and Accounting Office 

The fifth problem in our economy 
program was the acquiring of suitable 
office space. We wanted a location that 
would be readily accessible to our cus- 
tomers. We also wanted sufficient space 
to carry on the activities involved in 
handling all types of customer inquiries 
from the original application to the pay- 
ment of bills. The space would have 
to be sufficiently large to house all of 
these activities because we wanted to 
avoid sending the customers from pillar 
to post. Such an arrangement would 
eliminate the need for time-consuming 
telephone conversations between  sep- 
arate offices or between floors to obtain 
complete information. The telephone 
method requires two persons, whereas 
the personal method proposed requires 
only one. 
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The centralization of these activities, 
as proposed, would permit the counter 
man to make a personal inspection of the 
records and base his decisions on facts 
that he had observed and not on infor- 
mation conveyed to him by others who 
were not familiar with all of the details. 
If necessary, the counter man could 
show the customer the original records, 
which could not be done very readily 
if records were located in various parts 
of the building. 

The space was also to include sufficient 
private offices and conference rooms in 
which to discuss business problems pri- 
vately with our customers. Occasion- 
ally some customers may become loud 
or personal. In such cases, the use of 
private quarters is particularly valuable. 

All of those requirements were out- 
lined to the company’s architects, who 
surveyed the building and designed the 
quarters. The space selected was com- 
pletely remodeled at a cost of a quarter 
of a million dollars. This remodeling 
provided an up-to-date Customers’ Hall 
and customers’ accounting department 
on the second floor of the company’s 
four-story office building, which covers 
one city block in the downtown area. 

A 200 foot “U” shaped counter in 
Customers’ Hall is divided into various 
sections and each section is assigned to 
a different public contact activity, such 
as applications, credits, collections, bill 
adjustments, service information, and 
cashiering. This permits each type of 
customer’s inquiry to be handled by an 
especially trained employee. Customers’ 
interviews may take place at the coun- 
ter, at the employee’s desk behind the 
counter, or in adjacent private offices 
and conference rooms. The commercial 
accounting and collection office com- 
pletely encircles Customers’ Hall. This 
complete unit arrangement makes it pos- 
sible for Customers’ Hall employees to 
handle all customers’ transactions to a 
conclusion and in a minimum period of 
time. All the customer contact em- 
ployees are within a short distance, ap- 
proximately a ten second walk, of the 
essential customers’ records. Both the 
Hall and the office are large, well- 
lighted and air conditioned. 


The final arrangement provides the 
best possible facilities in a central loca- 
tion where customers can expeditiously 
and conveniently transact all their busi- 
ness with the company. In most compa- 
nies, comparable to ours in size, we have 
found that these facilities are not cen- 
tralized. Such an arrangement causes 
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additional expense and delays in han- 
dling inquiries because of the telephone 
method of obtaining information. Our 
centralized Customers’ Hall and ac- 
counting office provides us with such fa- 
cilities as are generally found only in 
smaller utilities, where all of the activi- 
ties are located on one floor or in one 
office. This small town, neighborly 
method of doing business removed red 
tape and the fear some people have of 
dealing with a giant corporation. 


6. Employees’ Union 

Up to this point, you can see that 
we.had made many changes in our op- 
erating procedures, personnel, and 
methods of doing business. Every effort 
was made with more or less of a free 
hand in the matter, to get our house 
in order by systematizing the work and 
requiring certain standards of accuracy 
and production. As time went on, 
however, changes in management poli- 
cies were taking place. These changes 
were caused by the depression and new 
deal legislation. One of the items af- 
fecting business management was the 
expansion of labor unions. One of these 
unions took a foothold in our account- 
ing department. From the beginning, 
our attitude was one of cooperating with 
the unions. We arranged an interview 
with the business agent and stewards of 
the union as an overture to subsequent 
contacts and offered to cooperate with 
them and assist them wherever possible. 
We asked them to give us similar co- 
operation. As a result, a number of 
conferences followed where complaints 
and grievances were -discussed and set- 
tled to the satisfaction of the company 
and the union. 


We also agreed that any changes 
which affected personnel would be dis- 
cussed with the business agent and the 
stewards of the group involved before 
any action was taken. This precludes 
any suspicion on the part of the union 
toward our motives or purposes in mak- 
ing changes. It also eliminates the pos- 
sibility of small complaints becoming 
major complaints due to incomplete in- 
formation. It was also agreed that in 
discussing demotions, promotions, or 
transfers of employees we would use 
employees’ production records as evi- 
dence on which to base conclusions. Pro- 
duction records of the employees under 
consideration would be made available 
to the union representatives for inspec- 
tion. Invariably the records convince 
them that proper selection has been 
made. 


November, 1939 


This additional management problem 
foisted upon us through legislation has 
caused some difficulties, but they gener- 
ally have been adjusted through a policy 
of giving and taking. We have also 
found that considerably more time is re- 
quired to handle changes because we 
have to discuss matters with the union 
in addition to dealing with the employee. 
We believe, however, that the expense 
is counterbalanced by the additional 
benefits derived from cooperating with 
these union agencies and such coopera- 
tion leaves a better and more pleasant 
feeling with our employees because they 
have had a voice in the management. 

Our commercial accounting and col- 
lection department consists of eight di- 
visions—meter reading and bill delivery, 
credits, collections, regular billing, cen- 
tralized machine accounting, bookkeep- 
ing, special billing, and centralized fil- 
ing. All of these divisions are under 
the direct supervision of the auditor of 
customers’ accounts and are more or less 
inter-dependent upon each other. By 
having all of the above divisions report 
to one head, we have obtained certain 
economies which would not have been 
obtained if they reported to two or more 
division heads on an equal level. 


This centralization under one division 
head also permits a greater number of 
operations to be grouped in jobs and 
jobs into divisions so that related work 
is performed in a division with associ- 
ated work. We believe that a part of 
our economy comes from the centraliza- 
tion of these activities under one respon- 
sible head. 

To support our cost of 9.78 cents a 
bill a month, we have prepared a report 
in book form of our commercial ac- 
counting payroll cost showing each 
accounting operation by divisions and 
the total cost for the year. There is the 
proof of our accomplishment. The re- 
port on these costs and other informa- 
tion will be presented at this afternoon’s 
conference of the customers’ relations, 
commercial accounting and collection 
committee, by Mr. L. M. La Porte, an 
assistant secretary and assistant trea- 
surer of our company. The customers’ 
accounting division is one of the divi- 
sions under Mr. La Porte’s supervision. 
He will be pleased to answer any ques- 
tions you may have. 

It has been a pleasure to have the op- 
portunity of presenting to you the high 
spots of proved economies in commer- 
cial accounting operations. 
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Coordination of Pension Plans with 
Social Security ‘Provisions 


By M. B. Folsom 


Treasurer, Eastman Kodak Company 


An address before the Third National Accounting Conference, Edison Electric Institute, 


sions only a few years ago, it would 

have first been necessary to establish 
that a company was justified in adopting 
a pension plan. It is now generally 
agreed by business executives and indus- 
trial relations men that an adequate pen- 
sion plan is a good business investment. 
This is borne out by the experience of 
many companies which have had pen- 
sion plans for a number of years, and 
also by the rapid increase in the adoption 
of plans during the past few years. 

We have no exact statistics as to the 
number of company pension plans in 
this country, but it is estimated that 
there are over 900 plans, an appreciable 
number of which have been inaugurated 
since the Social Security Act was passed. 
While these plans cover employees in 
many important companies and indus- 
tries, they still cover probably less than 
20 per cent of the employees in industry. 

The percentage of public utility com- 
panies with pension plans is much higher 
than in industry in general. The reasons 
are probably that these companies have 
been in existence for a long period of 
time and because of their relatively low 
labor turnover a larger percentage of 
their employees remain until retirement 
age. The adoption of pension plans has 
also been due to the enlightened at- 
titude of the management in this indus- 
try, both as to industrial relations and 
the need for proper public relations. 


| one had discussed industrial pen- 


Companies in business for a number 
of years find that many of their em- 
ployees reach retirement age without 


sufficient means of support. Without a ~ 


pension plan an employer naturally 
hesitates to discharge an employee of 
long service and will probably keep him 
on the force after he has passed his 
period of usefulness. This is particularly 
apt to be the case with a public utility 
company because of the bad effect the 
discharge of such an employee would 
have upon the public which it serves. 
As a result of this practice, there is a 
Pension cost which is not recognized as 
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such but is buried among the other costs 
of the business. 

It has thus been found to be better 
business to retire such an employee and 
replace him with a younger and more 
efficient worker. An adequate pension 
plan has a stimulating effect upon the 
whole organization. It also adds to the 
reputation of the employer in the com- 
munity and attracts more satisfactory 
employees. For these reasons the cost of 
a pension plan is now generally regarded 
as a good business investment. 


Many predicted that the Social Secur- 
ity Act would cause the discontinuance 
of private plans and that few new plans 
would be adopted. This was not the 
view, however, of others who really un- 
derstood pension plans or of companies 
with experience in foreign countries. In 
the case of Eastman Kodak Company, 
we have had experience since 1928 with 
pension plans in this country and in 
several foreign countries with govern- 
mental plans. We had found that these 
governmental plans, while providing 
pensions which might give adequate sub- 
sistence to those in the lower income 
groups, were not adequate for the major- 
ity of employees. We had therefore 
adopted plans to supplement the gov- 
ernmental system and our experience 
had been satisfactory. 

The Kodak Company followed the 
same practice with our plan in this coun- 
try when the Social Security Act became 
effective. We adjusted our plan so that 
the cost to the company remains prac- 
tically the same as before and the em- 
ployee received about the same benefit 
from the company contribution as he 
previously received, part coming from 
the Government and part from the in- 
surance company. We have since 1936 
adopted supplementary plans for several 
subsidiary companies. 

Before we can describe the methods 
for coordinating private plans with the 
Social Security Act and the types of 
plan now being adopted, it is necessary 
to summarize the old age benefits pro- 


vided under the revised Act. The basic 
philosophy back of the revision was to 
put the system on a social insurance 
basis rather than a private insurance 
basis. The attempt to put the original 
act on a private insurance basis resulted 
in the provision for the accumulation of 
a large reserve fund, and in a formula 
under which a worker would benefit 
rather closely in proportion to his con- 
tribution. It soon became evident, how- 
ever that this was not a satisfactory 
method of meeting the old age problem. 


Under the revised plan apparently no 
attempt will be made to build up a large 
reserve fund. Eventually the benefits 
probably will be financed from three- 
way contributions—payroll taxes on the 
employer and on the employee, and from 
general revenues of the Government. 
Business men are now quite pleased with 
holding the tax rates at one per cent 
instead of allowing them to increase to 


1% per cent in 1940. They should re- 


alize, however, that the benefits under 


the revised plan, as under the original 
plan, may ultimately cost somewhat in 
excess of ten per cent of the covered pay- 
roll. Looking forward to 15 or 20 years 
from now, the receipts from the three 
per cent payroll tax on the employer and 
three per cent on the employee sched- 
uled to be then in effect will not be suf- 
ficient to meet the benefits. Additional 
revenues will be needed from other 
sources. The present tax, however, will 
be sufficient to finance the cost for a few 
years. 


Under the revised plan the benefits 
become payable next year and the bene- 
fits to be paid during the initial years 
will be increased considerably over the 
original plan. This increase is accom- 
plished largely by using average wages 
as a base for computing the benefits 
rather than cumulative wages. 

A change was also made in the provi- 
sion that additional benefits are to be 
paid to the worker who has a wife over 
65. The lump sum payments to estates 
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of workers who die are considerably 
reduced under the revised plan but pro- 
vision is made for allowances to de- 
pendent children and widows with 
young children or widows over 65. Thus 
consideration was given to the social 
needs. : 

Summarized schedules of the benefits 
under the revised Act are readily avail- 
able. 

To present the problem simply and 
to show the effect of the revised Act 
upon private pension plans, let us take 
the case of a worker with the average 
monthly wage of $150. An employee 
65 on January 1, 1940, if he has met 
the minimum requirements of six quar- 
ters of coverage, will receive the basic 
benefit of $30.90 a month. If he has a 
wife over 65, his benefit will be $46.35. 
In considering the effect upon a private 
plan, it is advisable to consider only the 
benefit which the single person at 65 
will receive because provision must be 
made for him. If the worker is now 
60 years old and his salary averages 
$150 to retirement age five years from 
now, he will receive $32.40. If he is 
now 50 years old and his salary con- 
tinues at the same rate to age 65, he will 


be entitled to $35.40. 


If these benefits are expressed as per- 
centage of average earnings, the $150-a- 
month worker who is now 65 will re- 
ceive 20.6 per cent of his earnings; the 
worker who retires five years from now, 
21.6 per cent; fifteen years from now, 
23.6 per cent. The younger worker, for 
instance the man who is thirty and who 
averages $150 for the next 35 years, 
would receive an annuity of about 27 
per cent, but his wages would probably 
increase during the period before retire- 
ment and the benefits would probably 
not be much over 20 per cent of his 
final wages. 

If we assumed average earnings of 
$125 a month, the benefits would range 
from 23.7 per cent for the man now 
65 to 26 per cent for the man now 50. 
In the lower income groups the percent- 
age of benefits may be above 40 per cent. 
In the higher wage-earning groups the 
percentage will be below 20 per cent. 

Since the great bulk of employees in 
public utilities probably range between 
$100 and $150 a month earnings, it is a 
pretty safe statement that the pensions 
provided under the Act will amount to 
between 20 and 30 per cent of the wages 
of the typical worker. If he is married 
and his wife is 65 or over, the pension 


would be higher. While these benefits 
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are considered adequate for a social in- 
surance system they will not solve the 
pension problem of the average utility 
or industrial concern. Experience has 
shown that to be effective a pension 
plan should provide not less than 40 
per cent of the final pay and preferably 
a higher percentage for those in the 
lower income group. If a company de- 
pends entirely upon the Social Security 
Act some workers will be retired but 
there will be a tendency to keep many 
older workers too long. The Social 
Security benefits would more nearly 
meet the pension problem of a company 
with a large proportion of its workers 
in the lower wage groups, but I doubt 
if many utility companies will fall into 
this category. 

It would therefore seem necessary to 
supplement the Federal plan with a 
private plan to provide more adequate 
pensions to the factory or utility worker. 

Since the benefits under the Social 
Security Act are not computed on wages 
in excess of $3,000, the percentage of 
benefits to earnings is much lower for 
the salaried workers. For the $3,000 
man the benefits will be around 17 to 
18 per cent. In the higher salary group 
the percentage is much lower. For the 
salary group the Social Security Act is 
therefore of little assistance and it would 
thus be necessary, in any event, for a 
company to have a plan for this group. 
It has been found in practice that a 
pension plan is even more necessary for 
the salaried workers, including the high- 
est executives, for the simple reason that 
the success of a company depends upon 
the decisions made by those in executive 
or key positions. 

Once it is decided to adopt a private 
pension plan to supplement the Social 
Security plan, the question arises as to 
the best type of plan. Prior to 1925 
there were very few soundly financed 
pension plans in this country and be- 
cause of the increasing cost to companies 
which kept their plans on a current-cost 
basis, it was becoming increasingly evi- 
dent that pension plans should be put 
on an actuarially sound basis. The in- 
surance companies then came into the 
field and offered group annuity con- 
tracts. Since 1930 the great majority 
of plans adopted have been insured 
plans. 


There are two general types of plans: 
(1) the matched dollar or money-pur- 
chase plan and (2) the fixed benefit 
plan. Under the money-purchase plan 
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the employee contributes a fixed amount 
of his salary and the employer matches 
this contribution. The benefits for each 
employee would be determined by what 
his contribution would buy at his par- 
ticular age. Under the other plan, the 
benefits are fixed at a definite rate, gen- 
erally in terms of per cent of salary for 
each year of service. The employee's 
contribution is also fixed and the em- 
ployer pays the balance. The great 
majority of group annuity plans are on 
the fixed benefit basis. 


The arguments advanced for the 
money-purchase plan are that the em- 
ployer and employee should contribute 
equally, and if the younger employee's 
dollar will buy more than the older em- 
ployee’s, he should be given benefits ac- 
cordingly. It is also claimed that the 
employer will know exactly what his 
cost will be. 

The objection which has been raised 
to this plan is that a much larger part 
of the employer’s money would be used 
for the purchase of annuities for the 
younger employees who are many years 
away from retirement, and not enough 
for the older employees. The employer 
is naturally concerned now with the 
employees who are approaching retire- 
ment age and under this plan the bene- 
fits to the older worker would be quite 
small, in fact too small to provide an 
adequate pension. For instance, the em- 
ployer’s contribution for the employee 
20 years old would provide almost five 
times as much annuity as for the man 60 
and it would thus be necessary for the 
employer to make a very large provision 
for the past service of the older em- 
ployees. 

The benefits provided for each dollar 
of contribution rapidly diminish in the 
higher ages and each year the em- 
ployee’s contribution buys less. If salary 
increases occur during the latter years, 
the amount of benefits will be lower in 
proportion to the final salary. 

Under most plans the employee who 
leaves does not receive credit for the 
employer’s contributions unless he has 
served a stated number of years—five, 
ten or fifteen. Turnover among the 
younger employees is generally much 
higher than among older employees. If 
the employer has put money up on these 
employees and receives refunds when 
they leave, the money has been unneces- 
sarily tied up. If the plan were a liberal 
one and the employee of only short set- 
vice would take with him a paid-up an- 
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nuity based on the employer’s contribu- 
tion, it would involve large additional 
cost to the employer and it would work 
to the detriment of the employee who 
stayed through to retirement. 


A fixed benefit plan would seem to 
more adequately meet the requirements 
of the typical company. Such a plan 
provides a definite annuity, say, of one 
or 2 per cent of salary for each year 
of service and the worker can easily 
estimate the annuity he will receive. 
The same rates apply to everyone. It 
is true that very little of the employer’s 
contribution will go to purchase annui- 
ties for the employee who is under 30 
or 35, but if the younger employee stays 
on to retirement, the employer will con- 
tribute at least as much as the employee 
has contributed. The employee’s contri- 
bution, in the middle ages, will buy ap- 
proximately the same as the employer’s 
contribution. For the older employees, the 
employer’s contribution will be higher 
than the employee’s, and in the upper 
ages, much higher. The plan will thus 
provide more adequate benefits to the 
worker who will be retired within the 
next twenty years. Hence the plan takes 
care of the older worker, about whom 
the employer is particularly concerned. 
The younger employee will always get 
full benefit for his own contribution and 
if he stays long enough to receive a paid- 
up annuity for the employer’s contribu- 
tion, or if he stays through to retire- 
ment, he will receive benefits much more 
than his own contribution would buy. 

Since the Social Security Act was 
passed, fixed benefit plans quite often 
provide that employees under 35 are not 
included, and thus the chief objection 
raised to this plan no longer holds. 

The prime purpose of a pension plan 
is to enable the employer to retire a 
worker after he has passed his period of 
usefulness. If the plan does not provide 
adequate pensions at the start or during 
the early years, it will not serve this 
purpose. To provide adequate pensions 
the cost in the long run would be about 
the same under either method. 

The question will also arise as to 
whether the plan should be underwrit- 
ten by an insurance company, or whether 
the funds could not be handled by the 
company itself or turned over to a 
trustee. The fact that the great ma- 
jority of plans adopted by large com- 
panies during the past ten years have 
been underwritten by insurance com- 
panies would indicate that employers 
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generally feel that to safeguard the plan 
and protect the employees it is neces- 
sary to have the funds segregated from 
their business and handled by those who 
are expert in this field. The insurance 
companies can be of considerable assis- 
tance in drafting the plan and adjusting 
it from time to time. If the company 
were very large, with large funds in- 
vested, a satisfactory arrangement could 
be worked out with a bank or trust 
company and a consulting actuary. 

Several different plans are now being 
offered by the insurance companies to 
fit into the Federal Old Age Benefit 
Plan. If a money-purchase plan should 
be determined upon, a typical plan is one 
in which the employee and employer 
would each contribute two per cent of 
the first $3,000 of earnings and five per 
cent of earnings over $3,000. Such con- 
tributions would provide adequate pen- 
sions for those in the younger ages but 
would not be adequate for those who are 
retiring within the next fifteen or twen- 
ty years, and substantial additional pay- 
ments by the employer would be neces- 
sary during the early years if adequate 
pensions are to be provided for these 
older workers. 

Before the Social Security Act was 
passed, a typical fixed benefit plan pro- 
vided for retirement at age 65 (gen- 
erally at age 60 for women), with a 
benefit of two per cent of salary for each 
year of service in the future and a past 
service credit of one per cent of salary; 


or, if the company could afford it, 1% 


per cent for past service. Such a plan 
has been found to provide fairly ade- 
quate benefits. 

To obtain similar benefits in conjunc- 
tion with the Federal Old Age Insur- 
ance Plan, a plan which provided bene- 
fits of one per cent of salary, up to 
$3,000 and two per cent of salary over 
$3,000, with a starting age of 35, would 
be adequate. Thus a man earning un- 
der $3,000 who had been with the 
company since age 35 would receive 30 
per cent of average pay. (This, however, 
would probably be between 20 and 25 
per cent of final pay.) This together 
with the benefit he would receive under 
the Federal plan would probably pro- 
duce an annuity of between 40 and 50 
per cent. 

Commencing the plan at age 35 elimi- 
nates the difficulty in having a number 
of younger persons come in and out of 
the plan. This younger group, par- 
ticularly girls, is naturally not so inter- 
ested in contributing toward a pension 
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plan. Such a plan also meets most of 
the objections raised against this plan 
by those who favor the money-purchase 
plan. 


A second plan which might be used 
would be to have no benefits accrue un- 
der the private plan for the first $600 
of earnings. The Federal plan, in ef- 
fect, provides 40 per cent of the first 
$600 of salary and ten per cent between 
$600 and $3,000. Thus the private plan 
might start at $600 and provide a bene- 
fit of 1% per cent or two per cent on 
all pay above $600, or it might provide 
1% per cent on the pay between $600 
and $3,000 and two per cent on pay in 
excess of $3,000. Average results about 
the same as under the first plan could 
be obtained. If the funds of the com- 
pany were not adequate for a complete 
plan, the plan could be limited to those 
earning, say, $1,800 or $2,400 and over. 

After the decision has been made as 
to the benefits for future service, the 
problem must be faced of providing 
benefits for past service and financing 
the cost of this accrued liability. If no 
credit is given for past service, the pen- 
sion for employees retiring in the early 
years of the plan would be very small 
and for a long time the plan would not 
accomplish its purpose. This would not 
be serious if the company were young, 
but for a long-established company some 
credit should be given for past service. 

Fortunately, the Federal plan will 
greatly assist the company in meeting 
this accrued liability. In the case of the 
$150-a-month-man, the Government 
plan finances the first $32.40 of monthly 
pension for the man who retires next 
year and an increasing amount for the 
man who retires in each of the following 
years. 

A frequent practice before the Social 
Security Act was to provide a credit of 
one per cent of the salary at the start 
of the plan for each year of prior ser- 
vice. As wages had increased consider- 
ably prior to 1930 this generally meant 
1% per cent of average pay. With the 
benefits accruing under the Social Secur- 
ity Act, credit could now be given at 
one per cent and only for service from 
age 35, instead of for all service. Or 
the plan might provide one per cent of 
the first $3,000 and 1% per cent over 
$3,000. It is not necessary to pay the 
accrued liability in one sum and it may 
be spread over a period of ten to twenty 
years. 
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Assuming a company adopts a plan as 
of January 1, 1940, which would pro- 
vide a past service benefit of 1 per 
cent of the salary on January 1, 1940, 
for each year of service from age 35, 
and a future benefit of one per cent of 
pay for wages under $3,000 and two 
per cent for earnings over $3,000, a 
$150-a-month man would receive the 
following benefits: 

If he is 65 and has been with the com- 
pany for at least thirty years, the bene- 
fits under the company plan would be 
$45 (30 x i per cent x $150); under 
the Federal plan, $32.40; or a combined 
pension of $77.40, or 51.6 per cent of 
his pay. The man who is now 55 and 
came to the company prior to age 35, 
will also receive 30 per cent under the 
company plan, assuming his salary re- 
mains stationary until retirement — 20 
per cent for past service and 10 per cent 
for future service. He will thus end up 
with an annuity of $45, which together 
with his pension under the Social Se- 
curity Act would amount to $78.90 or 
52.6 per cent of his salary. 


Almost everyone agrees now that it 
is sound industrial relations to finance 
the current cost of an annuity plan on a 
contributory basis, with the employee 
and employer sharing the cost equally. 
The employees are generally divided in- 
to wage classes and the monthly con- 
tributions for all employees in each class 
are the same amount. A plan providing 
benefits in the amount just indicated 
would involve contributions of about 
two per cent for those under $3,000 and 
4.5 per cent for those over $3,000. 

The cost of a plan to the employer 
depends on a number of factors — not 
only the benefit formula and other pro- 
visions but also upon the relative number 
of men and women and the distribution 
as to age groups. 

An adequate plan providing for both 
past service and future service credits 
will probably cost the employer at least 
five per cent of the payroll, on the as- 
sumption that the past service cost 
would be spread over a 20-year period. 
This would be in addition to the Social 
Security taxes. 

As stated at the outset, however, this 
cost of an adequate pension plan should 
not be considered as an additional ex- 
pense. If no formal plan is adopted, 
some sort of a plan will eventually be 
followed and once the practice is com- 
menced of retiring employees on pen- 
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sions without a provision for financing, 
the cost in the future is apt to become 
prohibitive. If no plan is adopted and 
the workers are kept on after they have 
passed their period of usefulness, the 
cost is merely buried among other items. 

There are a number of other provi- 
sions which must be carefully considered 
in the formulation of a retirement an- 
nuity plan, such as service qualification, 
the withdrawal and death benefits, op- 
tions for dependent’s annuity, etc. Vari- 
ations in these provisions also affect the 
cost. 


No attempt has been made to indicate 
what adjustments should be made in 
company plans already in force to co- 
ordinate them with the Social Security 
Act. The exact adjustment would de- 
pend upon the details of the plan and 
very few plans are alike. In making the 
adjustment the same principle can be 
followed, however, as indicated above for 
new plans. It might be necessary to 
make a distinction between the benefits 
for employees who are already on the 
force and employees who are to be added 
in the future. The plan which in the past 
has provided a future service credit at 
two per cent could be changed to provide 
a credit of one per cent for each year of 
service on salaries below $3,000 and two 
per cent above $3,000. It might further 
be provided that credits would accrue 
only after age 35. Adjustments which 
have generally been made in the plans 
provide that the combined benefits to the 
employee will be at least equal to those 
which he would previously have ob- 
tained under the company plan. 

If a company has no formal pension 
plan and is now interested in adopting 
such a plan, or if a company with a 
plan desires to adjust it to the Social 
Security Act, the best procedure would 
be to get in touch with an annuity con- 
sultant or with one or more insurance 
companies offering group annuities. 
Analysis can be made of the payroll and 
fairly accurate estimates can be given of 
the cost of the different plans and the 
effects which variations in the different 
factors will have upon the cost. The 
consultant or insurance company can 
also be helpful in advising as to the 
method of financing the cost. There is 
now a wide background of experience 
in company pension plans and it would 
be wise to benefit from this experience 
in drafting the detailed provisions of a 
retirement annuity plan. 
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Accountants Need a Sense 
of Humor 
(Continued from page 516) 


present taxes—we conceive that the 
government relief measures are financed 
largely through bond issues. Many taxes 
are for general rather than for specific 
purposes. I am not in any way ques- 
tioning the right of the government to 
tax, or even the wisdom of the taxes 
actually enforced. I simply want to 
suggest to you that stock-promoters have 
given a misleading picture of just what 
a corporation is and how it works. The 
promoters have allowed public utilities 
to be presented as public nuisances in- 
stead of public benefactors. 

I should really prefer that in your 
minds you wipe out anything that smacks 
of destructive criticism in this talk. If 
I have at times used a negative rather 
than a positive method of presentation, 
this has been done with the idea of 
fastening your attention on real oppor- 
tunities in the future than lost oppor- 
tunities in the past. 

I will not say that accountants are 
not aggressive; no one who has had 
much experience with them will be will- 
ing to concede that. What I hope is 
that your aggressive spirit will demand 
an outlet for your imagination and that 
through cross-analysis of your accounts 
you will force your directors into seeing 
and presenting to the public an x-ray 
picture that will settle once for all the 
agitation to destroy private initiative and 
to regiment life in our fair country. 


Philadelphia Electric Co. Wins 
Cup for Promotion of World’s 
Fair Utilities Exhibits 

HE Philadelphia Electric Company 

won first prize, a silver cup in the 
special contest conducted by the Public 
Utilities Advertising Association for the 
best planned and executed promotional 
program publicizing the electric utilities 
exhibits at the New York World’s Fair, 
E. K. Hartzell, of Bristol, Tennessee, 
President of the Association has an- 
nounced. Miss Clara H. Zillessen is 
advertising Manager of the Philadelphia 
Electric Company. 

This was the twenty-eighth prize 
which Philadelphia Electric advertising 
and displays have won in 1938 and 1939. 
This World’s Fair contest was conducted 
in conjunction with the Public Utilities 
Advertising Association’s annual Better 
Copy Contest. 
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Unbalanced Objectives in Financial Accounting 


By Roy B. Kester 


Professor of Accounting, Columbia University 


An address before the Third National Accounting Conference, Edison Electric Institute, 


T the 1939 annual meeting of the 
Controllers Institute of Amer- 
ica, Mr. Jerome N. Frank, 

Chairman of the Securities and Ex- 
change Commission, spoke on the topic 
“Accounting for Investors—Fundamen- 
tal Importance of Earning Power.” In 
this talk he gave a very able discussion 
of the various functions of accounting, 
the parties to be served by it, its “inexact 
exactness,” and he laid particular em- 
phasis on its service to the investor, say- 
ing that he did so purposely because it 
is characteristic of one to see things 
through the eyes of one’s own interest in 
them. In this connection, one is reminded 
of the old story of the elephant and the 
six blind men, none of whom had ever 
seen an elephant. One blind man ap- 
proaching the elephant felt only his legs 
and concluded that the elephant was 
very much like the trunks of trees; the 
second one felt only the expanse and 
flatness of his sides, and to him the ele- 
phant was like a wall or the side of a 
house; the third felt his trunk and not- 
ing its round slenderness and the opening 
at its end concluded that the elephant 
must be like a hose; the fourth felt his 
tusks and said the elephant is like a poni- 
ard or spear; the fifth, who had limited 
his examination to the tail, was sure that 
his physical sense of touch gave him the 
impression of a rope or large cord; and 
the sixth, who felt only his ears, con- 
cluded the elephant was much like a fan. 
They thereupon fell to quarrelling as to 
what the elephant was really like. 
Periodically the accounting elephant 
has been the subject of examination as 
to its real nature and objectives—for- 
tunately not by six blind men, but un- 
fortunately, in some instances, by those 
with blind spots interested only in its 
adequacy or inadequacy in serving their 
own interests. While there are usually 
some features of these periodic examina- 
tions or inquisitions which are distasteful 
to the profession and even temporarily 
harmful, from a long point of view they 
have been helpful and from them has 
always come a better practice of the 
Profession than was so before. Any so- 
cial science which must adapt itself ‘to 


Chicago, Illinois, November 14, 1939 


the changing needs of the times must be 
subject to these periods of external criti- 
cism and internal analysis, if it is to 
retain its basic characteristic as a service 
tool or agency of social institutions, both 
private and public. There are, however, 
dangers inherent in these periodic ex- 
aminations, in that, due to the particular 
interest which has been their occasion, 
undue emphasis on a particular function 
may easily develop unbalanced objectives. 
It is to the prevention of this danger that 
this paper addresses itself. 

It is not until the Industrial Revolu- 
tion that the beginnings of present-day 
accounting, with its many complexities 
and refinements, become apparent. Just 
as the larger introduction of machines in 
armies today has changed military tech- 
niques, so with the introduction of ma- 
chines in business, the techniques of busi- 
ness and accounting have undergone 
rather radical changes. Changes in the 
legal form of organizations have also 
been responsible for changes in business 
and accounting techniques. In the small 


business operated by a single proprietor . 


in close personal touch with all of the 
phases of operation, complexities of ac- 
counting are not numerous, for, in the 
main, they are directed to serving the 
needs of a single owner-manager. Much 
of the same situation is found in connec- 
tion with the partnership form of or- 
ganization, as in most instances allof the 
partners are actively engaged in the 
management of the business ‘and thus 
have means of knowing all about the 
business. Likewise, the same conditions 
prevail in the small closely-held corpora- 
tion where the owners are also managers. 
The beginnings of change, however, are 
noted here in that due to the limited 
liability of the owner, the prospective 
creditor has a right to demand a rather 
intimate knowledge of some phases of 
the condition of businesses applying for 
credit. 

In all of the forms of business or- 
ganization discussed above, the sources 
of proprietary capital are largely the 
private funds of the managers. When, 
however, it became necessary for busi- 
ness managers to seek capital funds from 


outsiders who could not be given inti- 
mate participation in the management 
of the business, an entirely new set of 
circumstances came into being which de- 
manded rather different accounting 
treatment. Similarly with these large 
accretions of proprietary capital funds, 
there came into existence a new type of 
borrowing in the form of bond issues or 
long-term notes. Society through the 
State has from the beginning had an in- 
terest in private business, inasmuch as a 
large part of the revenues of the State 
are secured by levying on privately 
owned properties of various kinds. As 
the business economy has become more 
complex, society has found it desirable 
to establish certain protective agencies 
for the individual, for small enterprises, 
and for the State itself. It is apparent, 
therefore, that at the present time there 
are several parties who are interested in 
the economic activities of society and in- 
creasing demands are being made on ac- 
counting to serve as well as may be the 
interests of these several parties. These 
several groups are: 1. Management; 2. 
Short - term creditors; 3. Long - term 
creditors; 4. Long-term owners; 5. 
Short-term owners; 6. Society—both 
state and individual. It may be appro- 
priate to discuss briefly the services of 
accounting to these several interests. 
The fundamental objective of man- 
agement is two-fold and may be stated 
briefly as: 1. The maintenance of the in- 
tegrity of the capital entrusted to its care, 
and 2. The earning of an adequate return 
on such capital. With regard to mainte- 
nance of the integrity of the owners’ 
investment, it is interesting to raise the 
question as to what constitutes that capi- 
tal. Is it the money invested by owners, ' 
or is it the physical plant facilities which 
that money bought at the organization 
of the corporation? This is important 
when one takes into account the chang- 
ing purchasing power of money. Inas- 
much as the unit of measure, namely the 
dollar, changes in value over the years 
like any other commodity, it very fre- 
quently happens that the maintenance 
of capital in the form of an equal num- 
ber of dollars does not in any sense se- 








Page 532 ; 


cure the maintenance of the physical 
plant units in which the original capital 
was invested, for these units wear out 
and must be replaced. With the chang- 
ing purchasing power of money, re- 
placement often requires a larger or 
lesser investment of capital than the cost 
of the plant units replaced. The integrity 
of the originally invested capital is not 
preserved by maintaining an equal num- 
ber of dollars of investment. With re- 
gard to the securing of an adequate 
return on investment, it should be 
pointed out that standards of adequacy 
change considerably over the years. 
What is looked upon as an adequate re- 
turn during a period of depression may 
be considered wholly inadequate in a 
period of prosperity, and what is a satis- 
factory return in a country that has 
reached its maturity economically may 
be wholly inadequate in a young, rapidly 
developing country. 

For the information which it needs 
relative to the operation of its business, 
management relies very largely on ac- 
counting. What is taking place within 
the enterprise it is the function of ac- 
counting to record, verify, and summar- 
ize in the form of suitable reports to the 
various executives. In recent years the 
method of the formal or informal budget 
has been quite generally adopted as the 
standard with which to measure the re- 
sults attained. Such a procedure secures 
for management, by means of the con- 
tinuous analysis necessary to account for 
deviations from the budget, a rather close 
control over operating activities. It is 
thus apparent that management uses 
accounting as a device for controlling 
the day-to-day operation of business. 
Service to management has been and 
always will be the main objective of 
accounting. 

With regard to the interests of credi- 
tors in a business, certain information 
must be furnished to the short-term 
creditor and other information to the 
long-term creditor. The commercial 
bank, when making a short-term loan 
to a business, is interested mainly in as- 
suring itself that the borrowed funds 
will be repaid when due. Similarly, 
when a vendor sells merchandise on 
credit to a business, he tries to assure 
himself that the merchandise will be 
paid for in accordance with the terms of 
the contract. Such short-term creditors 
are, therefore, interested chiefly in se- 
curing information concerning the debt- 
paying ability of the business at a given 
time. The position of the business as to 
amounts invested in plant and other 
fixed assets and even the earning power 
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of the enterprise are of secondary in- 
terest. No such short-term creditor 
would lend funds if he felt that it would 
be necessary through court action to levy 
on the assets of the business for repay- 
ment of the loan. 

The long-term creditor, on the other 
hand, must have information as to the 
security of his money and the probable 
ability of the enterprise over the years 
ahead to pay the agreed interest for the 
use of his funds. Accordingly, since he 
is lending dollars of current purchasing 
power, he desires to know the present 
value of the collateral security for his 
loan. He must judge whether there is 
a suitable margin of safety between its 
value and the money asked for. Not 
only this, but he is interested in the 
probable service life of such security, 
particularly when it is comprised of 
items of plant or plant equipment sub- 
ject to depreciation. He may find it 
desirable to insist that, in order more 
surely to protect the money which he 
has lent, the corporation build up a sink- 
ing fund with which to pay back at 
maturity the sum borrowed. Because 
the contract is a long-term one, he is 
particularly interested in the earning 
power of the business and wants in- 
formation as to the probable excess of 
earning power over the need for in- 
terest on borrowed funds in order that 
he may judge the ability of the business 
to keep itself in sound financial con- 
dition. 

With regard to owners’ interests in 
the business and how they may be served 
by accounting, here also cognizance must 
be taken of two kinds of owners, viz., 
those who place their funds in the busi- 
ness for a comparatively long period of 
time and those who invest on a short- 
term basis, that is, speculators who buy 
stock only when they think its price is 
low, with the thought of selling out 
when market appreciation takes place. 
Both classes of owners must base their 
action on certain types of information, 
some of which may well flow from ac- 
counting records while others must come 
from sources outside the business. 

The long-term owner is interested in 
the security of his funds, adequacy of 
return, and the maintenance of a sound 
financial position at all times. He knows 
that every business goes through periods 
of prosperity and depression, that tech- 
nological change requires on the part of 
management constant foresight and suit- 
able policies to meet it. While he may 
be interested somewhat in the market’s 
appraisal of his investment, the invest- 
ment was not made for the purpose of 
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an early realization of such market’s 
appraisal. Security, earnings over the 
years, and a sound financial condition 
are, as stated above, the things.in which 
he is mainly interested. Accounts as 
usually kept serve well the needs of the 
long-term investor. 

On the other hand, the stock specula- 
tor, ‘the in- and out-er,” is interested 
primarily in the market’s appraisal of 
the value of his holdings. Knowledge 
as to past and present earnings as reflect- 
ing the trend of future earnings is his 
chief concern. Earnings for the present 
fiscal period and those just ahead have 
a large place in the formulation of his 
judgment as to the desirability of buying 
or selling an equity in a business. The 
current position of the business cycle, 
the relation of his particular enterprise 
to the industry as a whole, the intel- 
ligence of its management, any special 
relationships to society, and similar con- 
siderations are pertinent to his interest. 
Thus, it is seen that much of the in- 
formation the short-term investor needs 
it is not the function of accounting to 
supply. 

Society, usually through governmental 
agencies, is the sixth party interested in 
private business. ‘This interest springs 
from the need of raising revenues to 
carry on those general activities which 
society in every civilized community finds 
desirable; from the position of the in- 
dividual as a consumer of the products 
of private industry; and also from the 
position of business as an employer of 
the services of individual members of 
society. In those industries where the 
forces of competition are active, the 
consumers’ interests are usually fairly 
well taken care of through the interplay 
of the forces of demand and supply. In 
those where freedom of competition has 
been stifled, or where it has been decreed 
that the maintenance of competition re- 
sults in waste, society has attempted to 
protect itself by suitable restrictive legis- 
lation. This is seen in the case of our 
public utilities, through the exercise of 
control over the rates to be charged 
and through those other elements of con- 
in connection 
therewith. In the case of other privately 
owned ‘businesses, restrictive legislation 
may take the form of such things as 
fair trade laws, truth in advertising, in- 
spection of product to assure suitable 
quality, the imposition of tax burdens 
on some types of business organization 
and not on others, as is the case with 
chain stores in many of our states. So- 
ciety has also pretty generally taken over 
control of many features of the physical 
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welfare of the worker. Legislation con- 
cerning sanitation and health, respon- 
sibility for injury and vocational disease, 
minimum wages and hours of employ- 
ment, social security and unemployment 
taxation, and similar regulations are ex- 
amples of such control. 


Conflicts in Interest 

It is easy to see how conflicts of in- 
terest among these six parties may arise 
because of the various kinds of informa- 
tion needed. Management’s duties and 
responsibilities cannot be disassociated 
from the type of enterprise being car- 
ried on. Thus in those enterprises where 
owners and management are one and the 
same, management does not ordinarily 
need to concern itself with its duties 
to the owners of the business. However, 
increasingly business has gone to the pub- 
lic for capital funds to be entrusted to 
its management. Management has been 
slow to recognize its full duty to such 
owners. Accounts as kept for the pur- 
pose of management usually have a long- 
term point of view, and are not easily 
conformable to the short-term viewpoint, 
in this connection aiming only in a 
substantially correct and accurate show- 
ing of results which are subject to sub- 
sequent verification and more exact 
measurement. An accurate record of all 
costs incurred; a measurement of out- 
lays by the results achieved thereby; a 
record of payments made to owners by 
way of profit distributions; a setting 
aside of suitable reserves, either out of 
capital or out of earnings, to care for 
unforeseen contingencies; a reflection of 
the long and short-term financial posi- 
tion of the business, and a record of the 
various classes of ownership—these con- 
stitute the chief kinds of accounting in- 
formation required by management. The 
policies and activities of management as 
reflected in the accounts, of course, are 
subject to periodical review by owners. 
As referred to above, management also 
makes use of accounts in providing it 
with the necessary controls in the opera- 
tion of its business. 

A few illustrations will now be given 
of the conflicts, which may so easily 
arise among these several parties at in- 
terest, in connection with the types of 
information to be furnished by the ac- 
counting records. Prudent management, 
largely for the purpose of reflecting the 
short-term credit position, has generally 
measured inventory values on the basis 
of the lower of cost or replacement 
cost. In some instances management has 
felt that a valuation based on sales price 
serves better its purposes. Again it has 
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sometimes felt that valuation by means 
of the normal stock method is sound in 
particular industries. In others, what is 
known as the “‘last-in, first-out” cost 
method, rather than the “‘first-in, first- 
out” method has proven desirable. 

Depreciation has sometimes followed 
the replacement reserve method, in 
others the straight-line method, in others 
the reducing balance method, and in still 
others the unit of output or service ren- 
dered method. Management’s interest 
in depreciation is largely that of reflect- 
ing the cost of consumed plant equitably 
in the cost of products turned out by 
that plant. The long-term creditor, who 
is looking to plant property as the se- 
curity for his loan, may well be inter- 
ested chiefly in the determination of 
depreciation by means of a physical ap- 
praisal. In this regard, he is interested 
in the changing price levels of his col- 
lateral security. He may not, therefore, 
consider improper the writing up or writ- 
ing down of such plant property to 
accord with current price levels. For 
the most part, management should be 
little interested in that kind of informa- 
tion. 

The earlier-than-planned termination 
of the life of an asset or of a liability 
may be viewed from different standpoints 
by the various parties at interest in a 
business. Machinery which becomes ob- 
solete and has to be scrapped before the 
planned termination of its useful life is 
best charged off against surplus, in ac- 
cordance with management’s view. Simi- 


larly the unamortized debt discount and’ 


expense of a bond issue which is re- 
deemed before maturity may well be 
charged off against surplus. If, how- 
ever, a bond issue is refunded to gain 
the benefit of a lower interest rate of- 
fered by the market, there is not, by any 
means, uniformity of opinion on the part 
of the various interests as to the proper 
handling of such unamortized debt dis- 
count and expense of the old issue or the 
redemption premium which often has 
to be paid. 

Investment securities, purchased for 
the purpose of securing control or trade 
advantage of another company, from the 
standpoint of management may well be 
retained in the accounts at the price 
paid for them, even though the market’s 
appraisal of such securities has changed 
rather markedly since the time of pur- 
chase; although it is recognized that 
there are situations in which cognizance 
should be taken of such price changes. 
In some instances management feels it 
desirable to reflect in the value of such 
investments the earnings made and losses 
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sustained since the date of their acquisi- 
tion. The method of the consolidated 
balance sheet is often used to reflect 
changes in the book value of such invest- 
ments. The short-term owner may be 
interested chiefly in the current market 
value of such securities. 

There may easily be conflict of inter- 
est between society and any one or more 
of the other interested parties. From an 
accounting standpoint, there may even 
be conflict among several of the social 
groups interested. Thus in connection 
with income taxation—which is based 
largely on accounting records—it is in- 
teresting to note what happens when 
such government agencies undertake to 
regulate for their specific purposes the 
way in which the accounts are to be 
kept. It has usually been looked upon 
as sound business and accounting prac- 
tice to accumulate all of the costs of 
purchase or construction of fixed plant 
in accordance with the conditions of such 
purchase or construction. It is appro- 
priate, therefore, to capitalize interest 
and taxes paid during the process of 
construction or purchase of plant units 
or properties. Government agencies such 
as the Interstate Commerce Commission 
and the Power Commission recognize 
this as sound practice. Not so, however, 
the Treasury Department in connection 
with income taxation. Here such taxes 
must be deducted from income in the 
period in which they are paid, which 
means that they must be recognized as 
revenue expenditures and not capital- 
ized. Similar conflict relates to the 
amortization of the intangible assets, 
goodwill and organization expenses. 
Prudent business management requires 
that these items be amortized by charges 
against income or surplus, whereas such 
amortization is not allowed in connec- 
tion with the statement of income for 
purposes of federal taxation. Many 
other inconsistencies and _ conflicting 
viewpoints arising out of self-centered 
interests could be pointed out. 


Limitations of Accounting 

It cannot be too strongly emphasized 
that these several parties at interest in 
business should not expect the account- 
ing reports to furnish all of the infor- 
mation needed by them in their relations 
to the business. Not only is the furnish- 
ing of some of this information not an 
objective of the accounting records, but 
accounting itself as a collection device is 
not equipped to furnish some types of 
information. Certain of these types not 
furnished by the accounts have been 
commented on above. Furthermore, 





SS 


Ba se iaw in 


SS 





Page 534 


within the field which accounting is 
equipped to serve some limitations as to 
its accuracy should always be recog- 
nized. 

Accounting is, essentially, a measure- 
ment device. It makes its records in 
terms of money as the measurement unit. 
Because of that fact its reports, mathe- 
matically provable within the system of 
double entry bookkeeping, therefore, 
take on a greater degree of accuracy 
and exactness than the source of the in- 
formation measured warrants., So many 
of its measurements rest on human 
judgment rather than on an invariable 
yardstick. Such items as the value of 
inventories, the depreciation of fixed 
properties, the allowance for uncollec- 
tible accounts, the valuation ef many 
investments and securities whose value is 
not determinable in public stock mar- 
kets, the accrual items, such as pension 
and tax accruals, the amortization of 
intangibles both among the assets and 
the liabilities—all these are illustrations 
of the necessary inexactnesses of ac- 
counting judgments which, though re- 
flected in figure amounts, cannot be more 
exact than the sources from which they 
have come. 

Furthermore, accounting does not 
have a strictly scientific terminology, as 
do some of the physical sciences. It uses 
words and phrases, which are also the 
language of the non-technical. It is ex- 
tremely difficult, therefore, for account- 
ing to place upon much of its termi- 
nology those niceties of meaning which 
characterize the technical terminologies 
of the physical sciences. _ 

Moreover, the use of the short fiscal 
period is apt to introduce further ele- 
ments of uncertainty and inexactness in 
accounting reports. Many human judg- 
ments are not subject to verification 
within a period as short as one year. 
The accuracy of judgments with regard 
to yearly depreciation estimates, for ex- 
ample, are not subject to certain proof 
until the depreciable asset has come to 
the end of its service life. If that life 
is ten years, then not until the end of 
ten years may we know certainly the 
amount to be charged against revenue 
during the ten-year period. 

Similarly, in connection with the ac- 
curacy of the measurement of invento- 
ries, while the over- or under-statement 
of an inventory in one period will render 
inaccurate the operating results of that 
period, yet at any time in the future 
when the inventory is correctly stated 
the inaccuracies of previous periods are, 
from the standpoint of the longer term 
covered by these inaccuracies, corrected. 
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All of the finer distinctions which are 
characteristic of modern accounting 
practice rest largely on the demand that 
results for short fiscal periods be shown. 
Such concepts as accrued and prepaid 
expenses, accrued and unearned income, 
and the distinctions between capital and 
revenue charges have their origin in the 
showing of results for short fiscal pe- 
riods. 
Some Conclusions 

It is increasingly difficult, therefore, 
for the accounting records to serve 
equally well these various interested 
parties. It may well be said that there 
is no such thing as a satisfactory all- 
purpose balance sheet or income account, 
nor, under ordinary circumstances, is it 
possible to draft separate accounting 
statements to serve each of these inter- 
ested parties. Rather, it seems to me, 
there should be recognition on the part 
of all who may find it desirable to use 
accounting statements that they are not 
equally well adapted to these several 
uses. Those who use accounting state- 
ments should have in mind the limita- 
tions necessarily involved in such state- 
ments. Only those who know how they 
are drafted, the sources of the informa- 
tion which goes into them, and the possi- 
bilities of inaccuracies are in any posi- 
tion to use such statements intelligently. 
Inasmuch as there has been built up a 
large expectancy on the part of the un- 
trained that these statements seem to 
mean much more than they really do, it 
is, therefore, incumbent upon the ac- 
counting profession to enter upon a 
campaign of education as to the real 
meaning and, therefore, the limitations 
of such statements. 

The way in which records are kept, 
the manner of handling various types of 
transactions—some of which have been 
commented on above—and the various 
interests to be served, are such that entire 
uniformity should not be expected in the 
treatment of similar items under varying 
sets of circumstances. What should, 
however, be insisted upon is_ that, 
throughout the records of a given busi- 
ness from year to year, transactions of 
the same kinds, under similar sets of 
circumstances, should be treated with 
entire consistency so that the results of 
different periods will be on a truly 
comparable basis. 

Business is necessarily largely indi- 
vidualized ; the accounting records reflect 
historically the policies of management 
in administering the affairs of a given 
enterprise. This is the main function of 
records and it should never be lost sight 
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of, either by those who use the records 
or by those who make them. <Accord- 
ingly, the transactions of a_ business 
must be recorded in conformity with the 
policies of management as_ reflected 
therein. To do otherwise would result 
in a falsification of the record. Since the 
circumstances surrounding a given trans- 
action, viewed in accordance with the 
policies of the business, will largely de- 
termine the manner of its record, it is 
the duty of the accountant to make a 
full and fair disclosure of the controlling 
circumstances in all those _ instances 
where such record may seem not to con- 
form with well-recognized practice. 
Such disclosure may well include a 
statement of the different effects of the 
record as made from those which would 
have resulted had established practice 
been followed. 


Attention was called above to the in- 
creasing complexities of business opera- 
tion and the delayed recognition by 
business men and accountants of their 
full responsibilities in connection there- 
with. An intelligent management will 
constantly keep in view its duties to the 
several parties at interest in a business, 
will keep its records and make its re- 
ports adequately to serve these several 
interests; for only by so doing can it 
serve adequately its own requirements. 
This, of course demands a high standard 
of ethics in dealing with these interests 
and a recognition of the full scope of 
management’s duties in this connection. 
Such recognition will bring about a nice 
balancing of the requirements of these 
several interests and will result in a 
proper accounting record of the activities 
of a given business. 

Unbalanced objectives, resulting in an 
overemphasis in the record of the require- 
ments of any of these interests, will de- 
stroy the proper perspective and effective- 
ness of records and must always be op- 
posed with all possible vigor and reso- 
lution. 

The chief objective of the accounting 
record as previously emphasized is to 
serve management in its two-fold pur- 
pose of maintaining the integrity of capt- 
tal and of securing an adequate profit. 
Unless this is accomplished, the interests 
of the other parties are endangered. To 
permit these other parties, governmental 
agencies or other pressure groups, to turn 
the accounting records away from their 
chief objectives in order more fully to 
serve their own self interests is to permit 
a wholly unwarranted and dangerous 
interference with the management of 
business. 





ae ae ee ae ae 





or rf =S =e - -« 


r, 1939 


cords 
ccord- 
Isiness 
th the 
lected 
result 
ice the 
trans- 
th the 
ly de- 
|, it is 
nake a 
rolling 
stances 
ro con- 
ractice. 
ude a 
of the 
would 
practice 


the in- 
opera- 
ion by 
f their 
. there- 
nt will 
; to the 
yusiness, 
its re- 
several 
can it 
‘ements. 
tandard 
interests 
scope of 
nection. 
It a nice 
of these 
lt in a 
activities 


ng in an 
require- 
will de- 
eff ective- 
1s be op- 


nd reso- 


‘counting 
ed is to 
‘old pur- 
y of capt 
te profit. 
interests 
ered. To 
rnmental 
s, to turn 
-om their 
fully to 
to permit 
langerous 
ement of 





November, 1939 


EDISON ELECTRIC INSTITUTE BULLETIN 


Page 535 


Realistic Accounts and Statements 
—For Management—For Labor 


By J. E. McCarthy 


Dean, College of Commerce, University of Notre Dame 


An address before the Third National Accounting Conference, Edison Electric Institute, 


FEW months ago | was called 
A to assist the president of a trac- 

tion company. The traction 
utility has for too many years been 
harassed by ever-recurring labor strikes 
and on the instance of my being sum- 
moned, was again on the threshold of 
a strike. The principal issue at stake 
resolved itself about the company’s abil- 
ity to pay an increased wage to the 
workmen. 

Obviously, the first thing I wanted to 
know was whether this company was 
making sufficient money to pay an in- 
creased wage. In tones saturated with 
self-pity, I was informed that the em- 
ployer under no circumstances could 
afford to meet the workers’ wage de- 
mands. As proof of this statement I was 
handed a solemn looking tome titled 
“Report of the Company to the Public 
Service Commission.” I gathered that 
from the report to the Public Service 
Commission I would find all the evidence 
necessary to substantiate the manage- 
ment’s contention of poverty. 

I took the report home for study and 
of all the indigestible lumps of account- 
ing phenomena that I have ever encoun- 
tered, this was the most amazing piece 
of unrelated fantasy that I had ever been 
exposed to. 

The maze of schedules, exhibits, sup- 
porting data and other legalistic require- 
ments of the Public Service Commission 
were present in all of their malodorous 
glory, but nowhere was there a simple, 
clear, concise, condensed statement of 
what the company owned and what it 
owed. The operating statement was 
likewise a tortuous document with a 
complete isolation from the age-old 
adage that “all good things are simple.” 

I had no criticism to assess towards 
the company accountants who are re- 
quired to make up this type of report, 
but, I did feel that in service to the em- 
ployer and one’s self, a better presenta- 
tion of the operator’s position might have 
been prepared. 
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I wish that I could report to you that 
I reduced the traction company’s fig- 
ures to comprehensible levels and through 
the apt and brilliant employment of 
these simplified statements I contributed 
something to the company’s presentation 
of facts to the board of arbitration, thus 
enabling them te gain a victory in re- 
sisting the wage demands. The first 
part was accomplished well enough, but 
with the pendulum swinging to extremes 
in our current labor disputes, an award 
favoring the workers was brought in. 
The award was an emotional and not a 
factual finding. 


The frequency of quarrels between 
my client and his workers suggested to 
me the thought that the management of 
the traction company was either inca- 
pable or unwilling to discuss the inti- 
macies of their business with their em- 
ployees. And because of this policy of 


reluctance to make a reporting to labor, 


the workers had a thoroughly erroneous 
impression of management policy. The 
workers believed that management was 
deriving a continuing and more than 
reasonable profit from operations when, 
as a matter of fact, the company was 
losing money. Not one dollar of bond 
interest had been paid since 1931, and 
the common equity owners had not re- 
ceived a payment since 1928. 

Neither did the workers know that 
$20,000 of investors’ money was neces- 
sary to create one job with this par- 
ticular utility. It had never been sug- 
gested to the workers that some degree 
of hardship was being imposed upon the 
bond owners and the shareholders 
through management’s inability to pay 
an adequate return to the owners of the 
tools. The workers were never reminded 
that they were using tools, belonging to 
others, rent free. Where a family takes 
occupancy of a house, the head of the 
family and all of its sane members 
understand clearly that rent, for use and 
occupancy is due periodically, and it is 


just as appropriate that the workman 
should recognize that he has a “rent for 
tools” obligation to those investors 
whose resources made possible his job. 

These same workers had never been 
told that 45 per cent of the gross oper- 
ating revenue, or expressed another way, 
that 45 per cent of the money the com- 
pany received from the sale of their 
service, was expended for wages and 
salaries. 

They had never been told that 23 per 
cent of money received had been spent 
in the purchase of goods and services 
from others and charges for expenses 
such as insurance, advertising, heat, light 
and power. 

They had never been told that be- 
cause tools, machinery and rolling stock 
wear out and become obsolete, it was 
necessary to create an adequate deprecia- 
tion fund totaling 3 per cent of the gross 
revenue. He was never told hat the 
additions to this account were his guar- 
antee of the continuance of his job. 


They had never been told that ap- 
proximately 11 per cent of the total in- 
come was paid out to federal, state, 
county and local government in various 
forms of tax assessments. Neither was 
he told that these assessments amounted 
to $241 per worker. 

This experience and many more that 
I have experienced have combined to 
make me severely critical of our account- 
ing fraternity and I propose being so 
bold as to take departure from the role 
of being a good guest so that I may say 
some things that I believe should be said. 

I do not believe, as someone has said, 
that the accountant should be “perfectly 
conditioned to function as an intelligent 
robot in the service of capitalism.” I 
do not believe the accountant should be 
a person of empty silences and faint pro- 
tests. I do not believe the accountant 
is a mechanism for recording figures in 
orderly rows and columns. 

I believe the accountant was created 
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from a more convincing pattern; that he 
was and is intended to be a person of 
hard humility and with an active imagi- 
nation. I believe he should have the 
power of detachment and an authentic 
individualism. I believe the accountant 
should be a professional improver, and 
the interpreter of all business. 

But because of too much humility; or 
because accountants have permitted 
habits to harden into ineffectual doc- 
trines; or because it is an unpardonable 
sin for an accountant to be enthusiastic ; 
or because accountants have become vic- 
tims of their own vocabularies, their 
status at best is some sort of mild execu- 
tive. 

If my premise is right, i.e., the ac- 
countant should be the interpreter of 
business, then the accountant has the ob- 
ligation and duty to supply management 
officers and through management officers 
to supply the workers with straight for- 
ward, simple accountings as to inner- 
workings of business. These accountings 
or disclosures as to the intimacies of busi- 
ness have a great deal of merit and in 
themselves are self-liquidating. If we 
are willing to discuss our policies openly 
and to present them in simple, everyday 
terms, it would be an indication that 
business is not quite the villain some 
psuedo-thinkers make it out to be. 


I think it becomes obviously clear each 
day that American business has an ob- 
ligation to tell its story—or someone else, 
and certainly not a trustworthy some- 
one, will do it for them. In your own 
field of public utility, your industry has 
long had a questionable character from 
both workmen and public because of 
your reports that were replete with cau- 
tious nothings, or reports that were so 
replete with accountants, terms that one 
became lost in a jungle of incomprehen- 
sible accountants’ phrases. 

The Italian monk who gave the world 
double-entry bookkeeping gave us a sys- 
tem of recording business events, that 
is, in its essence, simple, for it has as its 
purpose the balanced recordings of in- 
come and outgo. But somewhere along 
the road, accountants have indulged in 
the reckless poetry of word invention 
and they are now hostages of their own 
vocabularies; and instead of being ca- 
pable of interpreting the conduct of a 
business in a simple, sincere way, they 
ask the readers of their reports to wade 
a torrent of phrases quite beyond any 
but a professional’s capacity to absorb. 

Let me illustrate what I mean. Very 
few words have exact meanings, for 
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words are among the most slippery and 
evasive perfections of civilization. But 
unfortunately our tools of communica- 
tion with our fellow creatures are words. 
When the accountant prepares his re- 
ports, he assumes that the people for 
whom the reports are prepared know 
exactly what he means when he records 
the item “Accrued Liabilities not Due.” 
But do they understand—how often do 
minds meet—how often do they com- 
pletely miss each other? 

Most people identify words with 
things, and most people indulge in the 
misuse of abstract words. Since we are 
not reformers and since it is not our 
business to ask people to take a mental 
jump beyond their capacities, we must 
clear away the word blockade and em- 
ploy words that are exact, simple and 
that have an accurate meaning both to 
the accountant and his audience. 

Suppose you were asked to define the 
following terms: 

“Space” 

“Length” 

“Photo-electric cell” 

“Metaphysics” 

“Electron” 

“Democracy” 

“Environment” 

“Submicroscopic” 

I can assure you that you would have 
difficulty with each of these words and 
not a little resentment on being called 
upon to interpret words with which you 
have had but little or no contact—or ex- 
perience. 

But the accountant has dug himself a 
deep hole and there in that splendid iso- 
lation of the detached, there emerges the 
mournful and mystifying words that fall 
as so much nothing upon the ear of the 
listener. 

“Book Value” 

“Inventory work in progress” 

“Treasury Stock” 

“Subscribed Shares” 

“Percentage book value of fixed assets of 
cost” 

“Accrued Indirect Labor” 

“Discount Amortized” 

“Accrued Liabilities Not Due” 

“Capital Surplus” 

“Donated Surplus” 

“Deferred Credits” 

Professionally, phrases of this sort may 
be perfectly valid tools of the accounting 
profession, but they are as inappropriate 
in reports to management, labor and to 
an interested public as a problem in 
quantitative analysis. 

Might I suggest that there some fine, 
vigorous, commonly understandable 
Anglo-Saxon words of one syllable that 
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might make for a better meeting of 
minds. Such words as: 

“Cash” 

“Own” 

“Owe” 

“Tools” 

“Rent” 

“Set Aside” 

“Paid Out” 

It would be rather difficult for anyone 
to distort or to confuse the true meaning 
of such words. 

The accountant’s job, in fulfillment of 
his obligations, is to supply management 
with reports that will, first, serve as an 
accounting of the stewardship of man- 
agement. That secondly, will give the 
owners of a business precise information 
as to the conduct of the business and all 
the details necessary to reflect the condi- 
tion of the business. Third, and last, he 
must make a report to workers (and to 
the public in many instances) that will 
be sincerely simple and in the aggregate, 
thoroughly understandable. 

The accountant’s mind should forever 
have that fecundity of ideas that recog- 
nizes that there is a trinity of interests 
involved in all business. There should 
be immediate acceptance of the code of 
thinking that the interests of owners, 
management and the worker are insepa- 
rable; that one may not succeed at the 
expense of the other; that as our business 
is constituted today no group of owners 
and managerial officials are embarked 
upon a policy of exploiting workers. Our 
interests, our successes, our futures are 
irrevocably linked to each other, and this 
being the case we cannot permit arbitrary 
accounting symbols to bring a harvest of 
ugly cynicism, and all the attendant 
quarrels that stem from misunderstand- 
ings of what management is attempting 
to accomplish in business. 

It seems to me that new vistas are 
opening up for the accountant to render 
a type of service not only for the busi- 
ness with which he is affiliated, but for 
our American economy as a whole in 
taking abrupt and dry-eyed departure 
from the sterile, frustrated report of the 
past and to give welcome hospitality to 
the opportunity to serve all of those com- 
ponents of business through reports of 
a simple and convincing pattern. 

When the accountant-interpreter shall 
have attained a disposition to rationalizes 
personalize and simplify his reports for 
mangement and labor, and when after 
an appropriate period of penitence in a 
hair shirt, he, I feel sure, will not feel 
like Hamlet, who when asked by Po- 
lonius what he read replied, ‘Words, 
words, words.” 
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The Relation of Accounting Statements and 
Reports to Security Issues 


By William W. Werntz 


Chief Accountant, Securities and Exchange Commission 


An address before the Third National Accounting Conference, Edison Electric Institute, 


HE ingredients of a matured in- 

vestment judgment are not always 

susceptible of exact determination. 
Indeed, the operative facts which cause 
an investor to sell or buy or hold are 
often extraneous to the business itself. 
Judgment or perhaps merely a guess as 
to the future of particular industries may 
often be far more of a motivating factor 
in reaching an investment decision than 
the conclusions drawn from an analysis 
of the record already made by that in- 
dustry or by a particular company in that 
industry. Similarly, in choosing between 
two companies in the same industry the 
selective factors may often be not the 
comparative statistical performance, but 
rather a judgment or a guess as to such 
possibilities as a shift in industrial cen- 
ters or the birth and death rate of effec- 
tive competition. However important 
these intangibles may be, sound invest- 
ment judgment cannot be reached from 
them alone. They must be grounded 
against a solid table of historical infor- 
mation, if satisfactory results are to be 
obtained. It is largely this factual foun- 
dation which is sought in the registration 
statement and prospectus required by the 
Securities Act. 


Roughly speaking, the registration 
statement or prospectus when filed con- 
sists of financial statements and of nar- 
rative information about certain major 
topics which the statutes and the Com- 
mission have selected as most frequently 
significant. The information so given 
is documented by copies of the company’s 
instruments of organization and impor- 
tant contracts. It would be a vain strug- 
gle to attempt to allocate importance be- 
tween these types of information, for 
the significance and informative value of 
each is increased by the others. 

Before proceeding further, I should 
like to call attention to the change that 
has taken place in the emphasis attached 
by investors to varying types of state- 
ments. As recently as fifteen years ago 
a very eminent accountant assigned to 
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the balance sheet, a statement of financial 
position, the most important place among 
the many kinds of financial statements 
that confronted the man in business. Al- 
most continuously since then there has 
been an increase-in the significance at- 
tached by experienced investors to state- 
ments which reflect the rate and direc- 
tion and nature of change. Without de- 
tracting from the informative value of 
the balance sheet there has come a realiza- 
tion that knowledge of the road and 
scenery between year ends is essential. 
This new emphasis is not limited to the 
income sheet but includes, I think, analy- 
ses of surplus and reserves on the one 
hand and of major asset groups on the 
other. There is evident also a hearten- 
ing tendency in many fields to explore 
the utility, as a means of providing in- 
formation to prospective investors, of 
such seldom seen statements as the anal- 
ysis of cash receipts and disbursements or 
the application of funds statement, or an 
historical summary of profits and their 
disposition. Various statistical and ana- 
lytical presentations have also appeared. 
These need neither discussion nor praise 
to evidence the points I have in mind, 
that new forms and adaptations are pos- 
sible and that accountants are searching 
for them. 

This trend, I think, emphasizes the 
importance of the particular problems 
that I wish to discuss. 

Inevitably, in a discussion of financial 
statements for investors there arise the 
twin problems of accuracy and intelligi- 
bility. The first of these, accuracy, has 
in itself two meanings. Opinion and 
judgment play so large a part in the 
recording of transactions and the prep- 
aration of financial statements that abso- 
lute accuracy, in a mathematical sense, is 
impossible. 


In order to report on the condition of 
a business at a given point of time, the 
past must be separated from the future, 
assets must be distinguished from ex- 
penses. Since in reality the past and the 


future are incapable of clear separation, 
the attempt to distinguish between ex- 
penditures which still promise benefits 
and those which do not is a matter of 
difficulty. The decisions that must be 
made involve a good deal of judgment, 
its cumulated effect being reflected in the 
surplus and reserve accounts. 


Even more subject to error is the at- 
tempt to single out a small segment of 
the flow of business and reflect in state- 
ments the results of that period’s opera- 
tions apart from the whole. In such an 
effort the relative degree of the error is 
magnified by the brevity of the period. 
These difficulties lead some to the con- 
clusion that the uncertainties of the bal- 
ance sheet and income statement amounts 
are such as to render them meaningless. 
Although judgment and opinion do play 
a large part in the construction of finan- 
cial statements, nevertheless I believe 
that within limits accuracy compatible 
with their purpose can be obtained. The 
development of recognized ways of think- 
ing about financial and business events 
and of sound accounting principles to be 
followed reduces progressively not only 
the margin of error in recording trans- 
actions and reflecting conditions but also 
the possibility, which is just as danger- 
ous, of misinterpretation by those who 
read the financial statements but who 
have not a first-hand knowledge of the 
business. Without implying any straight- 
jacketing of progress or of thought, it 
seems to me that by this development the 
field of alternative and_ inconsistent 
methods can be and is being materially 
reduced. If in those instances where 
judgment must necessarily play an im- 
portant role in the application of ac- 
cepted principles, there is high fidelity 
to the interests of fair play, then I think 
relative if not absolute accuracy is ob- 
tainable. Nor does the narrowing of 
the field of uncertainty imply an inflexi- 
bility in thought that would prevent 
adaptation of statements to meet the 
needs of a particular business. This prin- 





eT, 





Page 538 


ciple of flexibility is already embodied in 
our forms under the Securities Act and 
Exchange Act in the language “The 
registrant may file financial statements 
and schedules in such form, order and 
using such generally accepted terminol- 
ogy as will best indicate their significance 
and character in the light of the instruc- 
tions.” 

However well adapted to their pur- 
poses, accounting principles can be no 
more accurate than the facts to which 
they are applied. Unless the event-record- 
ing function of the accounting system 
produces reliable results and is immune 
to the introduction of fictitious and mis- 
described transactions, summary state- 
ments and analyses can produce only il- 
lusory results. We have had a number 
of cases in which this very fault has ap- 
peared. In each of them the Commission 
has firmly taken the position that the 
reporting company itself is charged with 
the responsibility of producing an accu- 
rate account of itself. Duties so impor- 
tant as these cannot be left for their en- 
tire performance to an annual check-up 
by an outsider. Such a check-up may be 
considered an essential under present con- 
ditions, but it is not a substitute. With- 
out doubt, the first essential to the pres- 
entation of satisfactory financial state- 
ments is an internal accounting system 
that produces adequate, reliable and in- 
formative records. Only if the modern 
publicly owned business has such records 
available can the second step, their in- 
terpretation and presentation in appro- 
priately summarized statements of condi- 
tion and of operations, be successfully 
completed. If the principles to be fol- 
lowed in those statements are selected 
and applied with due care and regard 
for the interests of those who are ex- 
pected to rely upon them, the financial 
information necessary for the formation 
of an intelligent investment judgment 
will be at hand. 

This raises the problem of how to pre- 
sent financial information to investors in 
an intelligible and useful fashion. The 
conscientious draftsman faces a dilemma. 
Too much detail will often conceal 
rather than reveal the significant infor- 
mation or lack of it. The fault of too 
little is patent. Moreover, prospective 
investors, even if institutional investors 
and experts be excluded, differ in the 
significance they attach to particular «in- 
formation. In the same way, businesses, 
individually, are not always so homo- 
geneous as the usual groupings such as 
utilities, manufacturers and investment 
trusts imply. Administratively, as you 
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know, we have selected the procedure of 
prescribing reasonably detailed break- 
down, disclosure of the more important 
accounting policies, and limited collateral 
information. The niceties of color and 
emphasis, the tailoring to prevent mis- 
leading inferences or omissions—these are 
left to the draftsman. We have pre- 
scribed, so to speak, the ingredients but 
not their precise mixture. 

The attitude of some issuers toward 
this problem is varied, occasionally it is 
amusing. Some feel that the quickest 
way is to include a complete, and appar- 
ently unedited, record of everything, and 
the statements become so clogged with 
minutie as to be ineffective. Others 
cast their statements in a matrix of tech- 
nical and legal verbiage that transforms 
the obvious into a riddle. Others object 
strenuously to further particularization 
of our requirements but continue to ad- 
here rigidly to the letter of the require- 
ments, construe them narrowly, and 
interpret the absence of a specific require- 
ment as a prohibition. Each of these 
approaches seems to me to deny the abil- 
ity or the willingness to approach the 
problem of full and fair disclosure with 
the same methods and the same spirit 
employed in meeting other business prob- 
lems. 


But these are generalities. They char- 
acterize the atmosphere in which work 
is done rather than suggest or criticize 
solutions of particular problems. Even 
the large majority who conscientiously 
attempt to present comprehensive and 
dependable statements find the goal of 
intelligibility not easily obtained. 

I use the term “intelligibility” to 
avoid the word “simplicity,” for the lat- 
ter is often so misapplied as to be synony- 
mous with “inadequacy.” The old ten- 
caption balance sheet and one-figure 
income statement may have been simple, 
but they were also, I think, obviously 
inadequate. The scope and variety of 
business that is commonly conducted by 
a single large company defies reduction 
to a handful of figures spread over a 
page or two. When to this are added the 
complexities springing from an interre- 
lated family of companies, often them- 
selves having outside creditors and stock- 
holders, the impossibility of intelligible 
presentation in a page or two is obvious. 

I am reminded of a conversation I 
recently had with the president of a very 
large enterprise. In discussing the com- 
plexities of the particular inter-company 
structure he was frank to admit that he 
could no longer recall why most of the 
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companies had been created or what they 
now contributed to the organization. 

Within a given company the strange 
manner in which securities are sometimes 
created, with ambiguous, conflicting and 
overlapping rights, makes simplicity and 
brevity illusive. The spectacle, for ex- 
ample of several issues of preferred 
stocks with perhaps an income bond or 
two is not unknown. Nor is the ex- 
istence of a stock (I will not call it pre- 
ferred) which has been_sold for $40 
and is entitled to $2 prior dividends per 
year, but which has a par value of $10 
and a redemption value of $45. In con- 
trast to these cases there are, of course, 
many businesses which in structure and 
operation are such that adequate finan- 
cial information can be presented in short 
space. 

But whether the business facts de- 
mand brief or extensive treatment, much 
can be done toward making the financial 
presentation both simple and intelligible. 
With your permission I should like to 
enumerate a number of the more prom- 
ising areas. 

As I mentioned above, much can be 
done in the way of making uniform the 
principles followed in the preparation of 
the statements. Accounting statements 
are intended to convey information. In 
this sense accounting is a language. - 
Therefore, sufficient similarities must be 
obtained between the financial statements 
of comparable companies to enable the 
reader to make comparisons without first 
having in hand a separate dictionary and 
grammar book for each of the companies. 
Like a language, the utility of account- 
ing increases as its principles and defi- 
nitions become standardized. 

Next, there is the use of language as 
clear and unambiguous as the art of the 
draftsman can make it. Most of you 
can probably recall footnotes and ex- 
planations that were paragons of ambigu- 
ity and confusion. I would like, how- 
ever, to quote one to you: In explaining 
the basis of inventory valuation it was 
stated: “The fixed prices are those below 
which the corporation has not bought 
light native cowhides, upper leather and 
crude rubber since 1920, with the excep- 
tion of the period from November, 1931, 
to April, 1933.” Abstruse and obscure 
language is not, of course, employed only 
by accountants or in financial statements. 
You may recall an opinion by Harold 
Neff of the Commission’s staff as to the 
description needed in a prospectus of the 
provisions of a trust indenture permit- 
ting the issuance of further securities. 

(Continued on page 542) 
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Utility Arithmetic and the Utility Accountant 


Fundamentals in the Relation of Outgo to Income 


By F. L. Griffith 


Vice President, Peoples Gas Light § Coke Company 


An address before the Third National Accounting Conference, Edison Electric Institute, 


SUSPECT that it is well, in laying 
out any program such as yours, that 
there be sandwiched in among the 

more substantial items others which give 
the listeners an opportunity to relax and 
prepare themselves to give refreshed at- 
tention to more weighty matters which 
follow. No more than a glance at your 
program was required to suggest that my 
time on it should represent such a mo- 
ment of relaxation. Particularly did I 
feel that my part must be a rather hum- 
ble one when I noted the names of the 
distinguished speakers who would pre- 


cede and follow me on it. 


Thus I may say in advance that no 
one need have any suspicion that my re- 
marks are to deal with actuarial formu- 
lae, prescriptions for the computation of 
depreciation, present values, or any other 
such complex subject. I have understood 
that the “arithmetic” to which my sub- 
ject refers was intended to mean the sim- 
ple, every-day variety only, and should 
feel quite unable to discuss any other 
kind adequately. 

Ta the next few minutes I shall under- 
take to set before you a certain point of 
view in respect to my subject matter in 
the soundness of which I sincerely and 
firmly believe. However, the statements 
I shall make are intended to represent 
only my views, and not those of any other 
person or group. 


A good many years ago I used to lis- 
ten on occasion to the sermons of a 
certain minister. It was his habit to 
read rather impressively a “text”’ selected 
as the basis, his listeners were given to 
understand, for the body of his remarks. 
He would examine the several words in 
the text from the standpoint of the vari- 
ous meanings which the dictionary would 
indicate for them, eliminating the pos- 
sible interpretations not acceptable in the 
light of the context, and so arriving at 
a profoundly accurate interpretation of 
the text as a whole. Peculiarly, his lis- 
teners were seldom able to see even an 
approximate relationship between the 
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text and the subject matter of the ser- 
mon. Far from criticising this proce- 
dure, I propose to follow it somewhat. 

As regards my “text,” I believe utility 
arithmetic, if it is good arithmetic, is the 
same as good arithmetic in any line of 
business. We can’t use any given set of 
figures to get a different result in the 
utility business from that which the same 
figures would have produced if used in 
the same relationship elsewhere. If this 
is true, then the first appearance of the 
word utility in my text for today could 
be dispensed with. 


The foot-note which appears in con- 
nection with the program title assigned 
to my remarks embarrasses me. It seems 
to imply on my part some unusual ac- 
quaintance with the nature of utility out- 
goes and incomes, or the relationships be- 
tween them. Unfortunately, I have no 
such unusual acquaintances, but even 
more to the point, many of my listeners 
may be better able to speak on such bases 
than I. The only relationship that I 
feel is particularly fundamental, as be- 
tween utility outgo and income is that 
in an ultimate and final analysis, profit, 
or net income of any given enterprise 
can be positively and unequivocally dem- 
onstrated only when its aggregate reve- 
nues have exceeded, not only the aggre- 
gate amount of charges that may have 
been made against revenue, but all ex- 
penditures theretofore made in the inter- 
ests of the enterprise, and that, pending 
the winding up of the undertaking itself 
the accountant must use his arithmetic in 
such a way as to anticipate from date to 
date, so far as practical and common 
sense limits will permit, the state of af- 
fairs that will exist when that day of 
final accounting arrives. 


One peculiarity of the arithmetic of 
every-day accounting work is that, in 
tremendously important aspects, the ac- 
countant must coordinate his arithmetical 
results with the tearing of sheets from 
the calendar. Thus a computation that 


will produce exactly correct results at 
some time does not necessarily produce 
accurate results now. Probably no one 
here will question the statement that 
every dollar spent in the acquisition or 
construction of what used to be called 
“fixed assets” should sometime pass 
through the expense accounts in the form 
of provisions for depreciation thereof. 
Questions as to time and rate, in this 
connection, are themselves the very sub- 
ject matter, however, for a vast amount 
of consideration under the caption— 
“Depreciation.” Thus we must accept 
the fact that time is an essential factor 
in the use of accounting arithmetic, and 
hence that the latter must obviously be 
so used as to reflect the operations of a 
business or its status for a given date or 
period—not in disregard of past and 
future dates and periods—but in a sen- 
sible relationship to those other, and 
particularly future, dates and periods. 

Another limitation upon the account- 
ant’s use of arithmetical processes may 
properly be mentioned here, I believe. 
His arithmetic must produce a result that 
demonstrates as great a degree of accu- 
racy as possible regardless of the nature 
of any testing process that may be ap- 
plied. The existence of interests in con- 
flict in respect to every utility may eas- 
ily, although perhaps indirectly, so affect 
the accountant’s use of arithmetic as to 


.cause inaccurate results. 


The program indicates that a distin- 
guished gentleman will shortly discuss 
the nature of statements and accounts 
for management and labor. I mention 
the matter only to emphasize the point 
that the accountant’s arithmetic must be 
accurate and produce results understand- 
able not only from the standpoint of 
management and labor, but also from 
those of the customer, regulating author- 
ity, the senior security holder and ulti- 
mately from that of the sometimes near- 
ly forgotten man—the stockholder. 

Unless the accountant’s arithmetic is 
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always so used as to produce fair and 
equitable—I was tempted to say honest 
—results from the points of view of all 
of the interests just mentioned a bias may 
creep into his arithmetic that will cause 
future criticism of both himself and his 
results. 

As illustrating the effect of such di- 
verse tests, consider Dr. Kester’s famous 
elephants.* 

The accountant dare not be blind. He 
must do his “figure making” not solely 
with reference to the viewpoint, desires 
and predilections of the rate regulating 
commissions, which have recently con- 
structed a new set of accounts to assist 
him in so doing, but also with deference 
to the not always identical point of view 
of the Securities and Exchange Com- 
mission, which champions principally the 
cause of the holder of senior securities, 
and further still, in such a way as to 
meet the practical needs of management 
and the stockholder. He is obliged to 
see to it that to each of the Caesars are 
rendered the things that are his due. 

It may be said that nobody can reach 
such an objective in his use of arithmetic. 
Perhaps so, but every accountant is re- 
quired to try, and to approach it as near- 
ly as human capabilities will permit in 
his particular circumstances. The cur- 
rent tendency on the part of governmen- 
tal bodies, the public and the stockhold- 
ers to place increased reliance upon the 
internal accountant is highlighting most 
clearly the responsibility he has, and has 
had, in this direction. 

One instance out of the many in which 
the accountant must use his arithmetic 
with care and due regard for the calen- 
dar has to do with the capitalization of 
administrative and other overhead costs 
in connection with the construction or 
installation of items chargeable to plant 
accounts. It is to be presumed that this 
body is in accord with a statement of 
accounting principles developed during 
the current year by a committee repre- 
senting both your industry and the gas 
utility business, and therefore that you 
find acceptable the following brief quo- 
tation therefrom: 

“Depreciation Accounting” is a process 
for charging Utility Operating Income with 
the cost of depreciation (viz., the excess of 
cost over net salvage value, measured at 
the time: property is retired from service), 
over the useful life of property as nearly as 
the latter may be estimated.” 

With that premise it follows that any 
sums capitalized as administrative or 
overhead cost in any given year will, in 


*See Dr. Kester’s address in this issue. 
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the application of the accountant’s arith- 
metic, represent a component part of the 
provisions thereafter made for the depre- 
ciation of the plant items to which the 
overheads apply. Thus in capitalizing 
overheads we do not ultimately eliminate 
them from the expense accounts, but 
merely transfer them from a current ac- 
counting period forward to a subsequent 
period of accounting years. If we can 
for illustration assume that the overhead 
costs in a given case represent 10 per cent 
of the total book cost of the plant items 
involved, and that these plant units are 
utilized for a period of ten years, after 
which they are withdrawn from service, 
then 10 per cent of the depreciation pro- 
visions appropriately made in the 10 
years will be required to provide for the 
write-off of the overheads capitalized as 
stated in the assumption. 

Further, if we were to continue this 
illustration unchanged through a consid- 
erable period of years, capitalizing each 
year the same sums, we would quickly 
arrive at a year when the provision for 
depreciation applicable to the capitalized 
overheads will equal the overheads then 
to be capitalized. If one were to ap- 
proach this matter of overhead capitaliza- 
tion, then, with the conscious intention 
of leaning unduly toward relief of one 
year’s operating expense account, he must 
in the same breath recognize that he is 
casting an undue burden on the expense 
accounts of subsequent accounting pe- 
riods. 


I do not suggest that any one formula 
can be adopted for the determination of 
the amounts of overhead costs actually 
incurred. On the contrary, no one for- 
mula will fit all circumstances. However, 
having in mind the accountant’s in- 
grained abhorrence for the showing as 
net income of any dollar not earned, and 
accepting the fact that any amount of 
overhead capitalized this year means pro- 
vision for depreciation thereof next year 
and for a good many years to follow, it 
would appear that the arithmetical com- 
putation of overheads to be capitalized 
will be done by such formulae as will 
limit to sensible proportions the amounts 
computed as representing overhead cost 
to be charged to plant accounts. 

If the illustration is an adequate one 
it perhaps represents in effect merely a 
demonstration that “what goes up must 
come down,” or in this case that whatever 
gets into the plant account in the way of 
cost must be amortized by way of depre- 
ciation or other comparable provisions. 
Otherwise stated, the arithmetic should 
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take due cognizance of the inevitable 
habit of chickens coming home to roost. 

Reverting to the foregoing illustra- 
tion, but with a supposition this time 
that the accountant involved were not 
one of us, but one who would be willing 
to sharpen his pencil, scratch his head 
and dig up a way of calculating a greater 
amount, or percentage, of overheads to 
be capitalized—and any reasonably able 
accountant can do it—and supposing this 
greater amount to represent 15 per cent, 
instead of 10 per cent, of the total book 
cost, it is obvious that his arithmetic will 
now operate to reduce the apparent ex- 
penses of the current year by an addi- 
tional 5 per cent of the book cost of the 
years investments in fixed property. 
With sizable property investment, this 
5 per cent may mean a reasonably large 
number of dollars. But the reverse side 
of the picture in inescapable, in that the 
expenses of the years assumed to be the 
period in which the items of plant in- 
volved are used will in such case be bur- 
dened with depreciation charges just 
enough larger than in the first illustra- 
tion to offset the added amount included 
in the first year’s fixed capital cost. 

Use of the term depreciation, in the 
sense of amortization of fixed property 
cost, in the illustration just used is per- 
haps not essential. Suppose, for exam- 
ple, that instead of amortizing the fixed 
property cost, including the capitalized 
overheads, in the ten years assumed as 
the useful and actual life of the property 
items involved, the fictional accountant 
had chosen to avoid completely such 
amortization, or any provision in lieu 
thereof. The day of withdrawal of the 
property from service would have come 
at just the same date as if amortization 
had been provided, and the lack of pro- 
vision for amortization would merely 
have had the effect of requiring that the 
entire book cost of the property be 
charged off to Surplus Account? Hence 
the net result of failure to provide ade- 
quately during the period of use for 
amortization of the book cost would be 
misstatement of the net income through- 
out the ten years assumed as the useful 
life of the property, the misstatement be- 
ing brought up short when the day of 
retirement of the item of property ar- 
rived. 


Suppose we consider another type of 
arithmetic problem, that which relates 
to the point of distinction between main- 
tenance, or maintenance expenses, and 
construction, or charges to plant account. 
It is commonly recognized that a very 
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fine and carefully drawn line must be 
established and consistently observed if 
proper distinctions between maintenance 
and capital expenditures are to be con- 
tinuously made. . Any good accountant 
could define a line of distinction in such 
a manner as to cause a great many ex- 
penditures to be capitalized, that might, 
with a different line of distinction, be 
charged to maintenance expense. Again, 
the distinction could be so drawn as to 
cause many expenditures to be charged 
to maintenance that might otherwise be 
capitalized. The question is only whether 
smaller or larger property retirement 
units shall be used. Whoever the ac- 
countant may be, and whatever his ten- 
dencies toward burdening or “laying 
off” plant account, the extremely impor- 
tant objective to be attained is CON- 
TINUITY in adherence to the same 
basis for distinctions between charges to 
maintenance and plant accounts if incon- 
sistencies between successive scenes of the 
financial motion picture are to be 
avoided. That is, if certain kinds of 
expenditures are in some years charged 
to expense as maintenance and in others 
capitalized, it follows arithmetically that 
the operating expenses of certain years 
are relieved to the extent of items so 
capitalized in those years, whereas other 
years in the series not only bear as main- 
tenance the inconsistently treated ex- 
penditures made in those years but also, 
as depreciation, some share of the incon- 
sistently handled expenditures made and 
capitalized in other years of the series. 
Efforts are currently being made to bring 
about a greater degree of uniformity on 
the part of all utilities, in all jurisdic- 
tions, in respect to distinctions between 
Maintenance and plant account charges, 
but even without such uniformity among 
utilities continuity on the part of a sin- 
gle utility in the use of such a definite 
line of distinction is required if apparent 
results are actually to be comparable 
from year to year. Primarily, the prin- 
ciple here involved is identical with that 
in respect to inconsistencies in formulae 
used in the capitalization of overheads. 
The long-term operation of arithmetical 
Processes is such that the expense ac- 
counts can gain no permanent relief from 
any temporary shifting of the line of dis- 
tinction between maintenance and capi- 
tal expenditures. If maintenance doesn’t 
catch you, depreciation must and inex- 
orably will, by way of charges either to 
expense or to surplus. 

An effect of a change from larger to 
smaller retirement units that might es- 
cape attention for some time, if deprécia- 
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tion provisions are actually being com- 
puted on the basis of past retirement 
experience, is that, following the change, 
charges are made to property account 
that have not theretofore been so ac- 
counted for, whereas the effect of the 
addition of the new charges to the prop- 
erty account has not yet found its way 
into retirement experience and hence into 
the calculation of amortization provi- 
sions. 

As regards the relationship of plant 
account charges and ultimate deprecia- 
tion provisions I have assumed a “cause 
and effect” connection, but since account- 
ants do not all subscribe to the use of 
any one formula for apportioning amor- 
tization provisions from year to year, I 
have tried to avoid a statement that a 
given “cause” in the matter of capital 
account charges necessarily produces a 
given “effect” in a particular later year. 
If any sum properly charged to plant 
account must be retired therefrom at the 
time when the plant item represented 
actually ceases to be used, then it follows 
that the accumulated expense charges 
during the period of a plant item is used, 
or surplus account charges at the end 
thereof, must necessarily reflect the writ- 
ing off of the book cost of the plant item 
and that, regardless of the incidence of 
the amortization provisions from year to 
year, the arithmetical problem must 
prove out at the time the plant item 
involved ceases to be used. 


I have spoken of a single item of plant’ 


in referring to relationships between the 
plant account and provisions for retire- 
ment, whereas property accountants in 
the utility industry customarily have to 
deal with plant accounts representing the 
cost of a myriad of items whose account- 
ing identity must be sacrificed if prop- 
erty accounting costs alone are not to 
rival depreciation provisions in relative 
amounts. The sheer number of items in 
the plant account does not, however, give 
any new and unusual character to any 
given item. In consequence, while we 
may adopt means of computing deprecia- 
tion provisions on certain over-all bases, 
instead of by single units of property, the 
adoption is not a recognition that any 
new principles of arithmetic are actually 
involved. It would still be the inten- 
tion, I believe, that the arithmetic done 
on an over-all basis should work out as 
nearly as practicable to the same answer, 
at any given time, as if corresponding 
computations could be made based on the 
cost of separate plant items. 

Perhaps the single point upon which 
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opinions of accountants most differ as 
regards the proper arithmetical processes 
to be adopted is that having to do with 
the development and application of for- 
mulae for the amortization of utility 
plant costs. Since this matter is one that 
has been given an extraordinary amount 
of attention by various groups of ac- 
countants and others right up to the 
present time, and is in prospect of receiv- 
ing still more of such attention, it would 
be quite inappropriate for me to refer to 
it in any but its arithmetical aspects. 

The really important objective in- 
volved in the selection of a formula for 
the computation of depreciation provi- 
sions is that, whatever its terms, it shall 
produce in a reasonably common sense 
way an ultimate accumulation of depre- 
ciation provisions equal to the cost of an 
item of plant within a period of years in 
which continued usefulness of the plant 
items can be anticipated with reasonable 
confidence. 


An adequate provision for deprecia- 
tion, no matter how arrived at, is infinite- 
ly to be preferred over an inadequate 
provision computed upon the basis of the 
finest and most intricate formula that 
could be devised. The simplest arith- 
metic, correctly applied, may give a 
sound result, where the most elaborate 
application of integral calculus on a 
wrong basis will give an unsound one. 

It is to be constantly remembered 
that any formula for computation of de- 
preciation provisions is not to be con- 
templated chiefly as an end in itself, but 
only as a means. Its sole purpose is to 
provide that the cost of long lived prop- 
erty used up in the operations of the 
utility enterprise shall as surely as pos- 
sible be recouped for the investor out 
of the revenues produced by those opera- 
tions. As an ideal, the purpose of mak- 
ing depreciation provisions is not differ- 
ent from that of charging to expense 
the cost of any short lived commodity, 
like coal. 

In choosing among various arithmeti- 
cal processes one that is to be relied 
upon to insure the ultimate accumula- 
tion of adequate depreciation provisions, 
would it not be advisable to consider 
thoroughly, as against the long term 
merits of the pleasingly slim but tem- 
peramental young formula whose pres- 
ent appetite will represent only a small 
drain on our income, but whose cost 
of upkeep is likely to grow exceedingly 
as she becomes older, the alternative 
merits in the same long term period of 
the presently more matronly looking 
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formula whose figure is of more com- 
fortable proportions and whose cost of 
upkeep will, because of that fact, re- 
main for the rest of her life at about 
its present level? Alliance with either 
is for life, and cannot be dissolved at 
will, if and when the rising cost of up- 
keep causes our affection to cool. 

Two types of cases have been men- 
tioned where questions may arise as to 
what constitutes cost, in respect to capi- 
talization of expenditures. I might sug- 
gest, also, that each one of us probably 
has encountered entire items of expendi- 
ture the capitalization of which may be 
dubious. The same observations apply 
to a choice in any such case between 
capitalizing the expenditure or charging 
it to expense that apply in respect to 
capitalization of overheads and to the 
distinctions to be made between plant 
account and maintenance charges. Sim- 
ply expressed, the capitalization of a 
dubious item should automatically, with 
proper accounting arithmetic, bring 
about correspondingly increased provi- 
sion for amortization. 

Have the illustrations cited any com- 
mon significance? Perhaps they have 
served to show, as many others of di- 
verse natures could, how frequently, 
and in what important ways, account- 
ants must choose between the alterna- 
tives of making charges to the current 
expense accounts or causing the defer- 
ment thereof, sometimes far into the 
future. Perhaps they have also served 
to show the arithmetical certainty of 
the passage of any given expenditure 
through the expense accounts at some 
time or other, and hence the lack of any 
permanent benefit to be obtained from 
deferment insofar as the holder of the 
utility’s securities is concerned. Perhaps 
another significance may also be drawn 
from them, namely that the security 
holder’s interest may suffer actual and 
irreparable detriment from deferment of 
any charges not definitely and logically 
assignable to a future period. 


Obviously, the mere fact that an item 
is charged to current expenses instead 
of being deferred into a future period 
is no guarantee that current utility rates 
will provide reimbursement therefor as 
well as an adequate return on the util- 
ity’s property value. However, if there 
is any uncertainty in this respect, is it 
not immensely more uncertain that fu- 
ture rates will provide revenues suffi- 
cient to insure recoupment of the 
monies represented by charges uneces- 
sarily or inappropriately deferred from 
the present into those future periods? 


EDISON ELECTRIC INSTITUTE BULLETIN 


It is to be remembered that concéptions 
of proper rate making processes are 
presently, and always, changing or in 
prospect of change, and that the mere 
presence of a certain number of dollars 
in the property account does not guar- 
antee any particular treatment of the 
sum involved when a utility’s rates are 
under review. 

Conservative approach to these ques- 
tions of deferment would seem to re- 
quire the accountant to take a flatly 
realistic view, on the basis of which he 
might look to the future not as a rosy 
term of years in which his utility will 
be able to make collection of any 
charges he may find a plausible occasion 
to defer thereto, but as a period, in- 
stead, wherein it will be difficult to ob- 
tain revenues sufficient to provide the 
bare necessities in the way of then cur- 
rent expenses and return. In the long 
run, I believe our regulating authorities, 
and the customer as well, would respect 
such an approach to today’s problems 
in the arithmetic of utility accounting. 
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Some years ago, when even conserva- 
tive banks had closed, a friend told me 
that his interest in a certain building 
and loan association was his best in- 
vestment, and was paying out strictly 
on schedule. I asked if he had any the- 
ory as to the reason. He said, “Because 
the board of trustees is made up of the 
three worst pessimists in the country.” 
I am no advocate of pessimism as such 
—as a school of philosophy. But a 
healthy, active skepticism as to the fu- 
ture favor of the gods will accomplish a 
great deal toward holding us fast to the 
solid foundation of realism and reason- 
able certainty. 


If I am charged with temerity in 
making these remarks, I will claim in 
defense at least a limited experience in 
the things of which I have spoken and 
some observation of consequences re- 
cently met that grew out of failure—a 
generation ago—to provide for expendi- 
tures which then might appropriately 
have been charged off. 





The Relation of Accounting Statements 
and Reports to Security Issues 


(Continued from page 538) 


The actual description ran to several 
thousand words including definitions. It 
was couched in legal language with a 
generous sprinkling of accounting phrases 
and concepts. Mr. Neff’s proposed solu- 
tion was compressed to less than two 
hundred and fifty words without loss of 
the essence of the provisions. 


Next, there is the question of repeti- 
tion of identical or substantially similar 
material. In many cases where several 
sets of financial statements are filed much 
of the required explanatory information 
is pertinent to captions in several balance 
sheets, schedules or other statements. 
The easy way is to repeat. A more work- 
manlike method is the judicious use of 
cross references. Perhaps the most sat- 
isfactory method in many cases would be 
to draft an integrated statement covering 
these matters as a sort of additional fi- 
nancial statement to accompany the usual 
balance sheet, profit and loss statement 
and related schedules. Precise references 
would then serve as a link to the finan- 
cial statements with no loss of utility, 
with much saving of space, and, I think, 
with the result of obtaining an inte- 


grated, readable document. This same 
treatment could be extended to care for 
situations in which no single, clear-cut 
accounting principle has been recognized. 
In such cases, the necessary explanation 
of the substantive factors motivating the 
choice. made between alternative prin- 
ciples could be set forth once for all, and 
references thereto included wherever ap- 
propriate. 


Finally, there is the possibility of de- 
veloping new forms of statements with 
the special interests of investors in mind. 

These are but a few of the methods 
which you will recognize as aids in mak- 
ing your statements intelligible, or, if 
you will, simple in the true meaning of 
the word. Brevity, an equally desirable 
objective, must be thought of as a rela- 
tive term, dependent for meaning on the 
underlying conditions and on the pur- 
poses to which the final product is to be 
put. Moreover, those who are familiar 
with the business can best apply these 
guides so as to achieve our mutual ob- 
jective—the presentation of comprehen- 
sive and dependable statements that are 
intelligible to the investor. 
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Organization for the Maintenance 
of Continuing Property Records 


By Will-A. Clader 
Certified Public Accountant 


An address before the Third National Accounting Conference, Edison Electric Institute, 


HERE is no subject which it is 

more important to study carefully, 

none about which it is more neces- 
sary to think clearly and speak responsi- 
bly, than utility plant records which have 
recently been termed continuing prop- 
erty records. 

We must begin, I believe, by recog- 
nizing as one of the great circumstances 
of utility private existence, the fact that 
governmental regulation is here to stay. 
We may like or dislike this fact ; we can- 
not change it for the invincible reason 
that for several centuries public interest 
would not be downed. It follows that 
sincere cooperation and understanding be 
had between utilities and regulatory 
bodies in this matter. 

Certain commissions in 1933 required 
specifically the maintenance of perpetual 
inventories, to show “a complete de- 
scription of each unit of property and the 
cost thereof,” and “for each item of one 
or more units the date of acquisition (or 
construction by the accounting company 
or any predecessor thereof), the date 
when first placed in service, the location 
of the property,” etc. The utilities ob- 
jected to this principally because of the 
anticipated cost of establishing and main- 
taining such records, some attempting to 
maintain that a perpetual inventory is 
of no value. 


It is evident that the commissions 
were not satisfied with the plant records 
which were kept, and knowing that most 
industries kept excellent plant records, 
they believed that utilities could and 
should keep comparable inventory and 
cost records of their property. So the 
utilities have made a virtue of necessity. 

Much of the work of establishing or 
initiating the record has been accom- 
plished. It is to be expected that the 
permanent organization for currently re- 
cording additions, betterments, retire- 
ments, and replacements of property will 
not be as large as that needed during the 
period of travail. The problem of deter- 
mining a current working plan with all 
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its incident uncertainties, complexities, 
and perplexities, is now demanding de- 
cision. 

There is little unanimity of opinion 
about a proper organization for the 
maintenance of continuing property rec- 
ords, and many different types of organi- 
zation prevail. 

Some companies which had a valuation 
department independent of operating, 
engineering, and accounting departments, 
which maintained statistics without re- 
gard to actual cost of the property have 
placed the new property records includ- 
ing all its features, costs and other, in 
that department, independent of other 
departments. Some companies have or- 
ganized a new bureau in the accounting 
department. Some have placed upon the 
engineering or operating department the 
responsibility of maintaining the basic 
records of property, consisting of maps, 
sketches, pole cards, wire diagrams, me- 
ter and transformer cards, which basic 


records contain the location and installa- 


tion dates. In such instances, the control 
of the summaries of units and the cost 
data are maintained by the accounting 
department, and that procedure requires 
periodical reconciliation with the records 
of the operating department. Some com- 
panies have created a new independent 
property records department. 

There is a sharp diversity of opinion 
about the functions of the permanent or- 
ganization and the line of demarcation 
between the responsibility of the account- 
ant and the engineer—meaning, of 
course, whether the records shall be kept 
in a section of the comptroller’s depart- 
ment or in the construction and operation 
engineering department. The question 
raised by this divergence of opinion mer- 
its the most careful consideration. 


The commission orders prescribing the 
establishment and maintenance of con- 
tinuing property records remind one 
throughout that the system of accounts 
provides for a determination of the orig- 
inal cost of electric plant and the classi- 


fication thereof by prescribed primary 
accounts, that the “continuing property 
records” or “perpetual inventory of the 
units of property” are “additional elec- 
tric plant records to, and in support of, 
said prescribed primary accounts,” and 
that the record shall conform to the fixed 
capital accounts. 

The Federal Power Commission, of 
course, is concerned in this matter only 
with the proper observance of its instruc- 
tions “in accounting for additions to and 
retirements and replacements of electric 
plant.” I do not say that it means to im- 
ply that it stipulates that an accountant, 
as the designation is commonly under- 
stood, shall be the accountable tech- 
nician; but I believe it is an inescapable 
fact that the books of accounts are in the 
mind of the commissions in connection 
with its ideas of property records. The 
primary responsibility to the commission 
is of the utility; but the accounting or 
relation of particulars to be rendered will 
probably be received by the Bureau of 
Accounts, Finance and Rates of the Fed- 
eral Power Commission, the chief of 
which is an accountant. 


After all, accounting is defined as “an 
act or system of making up or stating 
accounts; a statement of accounts, or the 
debits and credits in financial transac- 
tions.” It therefore seems that the com- 
mission requirement is in connection 
with accounting as it is commonly under- 
stood. 

While I grant that a reckoning, com- 
pilation, calculation, enumeration, a rec- 
ord of some reckoning, a statement of 
facts or occurrences, recital of transac- 
tions cannot be claimed to be an account- 
ing department function in every in- 
stance, I believe that we must give due 
weight to the relation of the use by the 
commissions of the words “accounts” and 
“accounting.” I cannot escape the con- 
viction that the commission requirements 
is with recognition of the generally ac- 
cepted meaning of the term “account” 
which is, in the field of business, a reck- 
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oning of money transactions, a record of 
pecuniary transactions, a statement of 
business dealings. In corporation organ- 
izations of today the responsibility of 
the accounts is that of the accounting 
officer. 

I have not heard any suggestion that 
operation accounting in large companies 
should be in charge of the operation en- 
gineers, yet if the responsibility of fixed 
capital accounting is to be assumed by 
engineers instead of the accounting off- 
cer, such a suggestion would not be in- 
congruous and there would be small need 
for an accounting officer. A general 
ledger bookkeeper would suffice. 

On the other hand, there is nothing 
incompatible in keeping any kind of cost 
records in a department independent of 
the accounting officer, nor even under 
the sole jurisdiction of the construction 
department. Some reasons could be con- 
jured up even to keep the detailed oper- 
ating expenses records in the operations 
department. 


Let us examine briefly this statement 
which may seem heresy. The subject 
is not a cold mathematical problem. The 
accounting department is dependent upon 
other departments for most of the infor- 
mation which it records and collates. 
The operating and engineering depart- 
ments originate the request for author- 
ization, work order, bill of material, 
sketch sheets, material used reports, time 
and automobile records, transformer and 
service orders. These are subject, of 
course, to audit, but the primary respon- 
sibility rests upon the accounting depart- 
ment. 

Therefore, records of costs and quan- 
tities may be kept in subsidiary records 
by departments other than the account- 
ing department, with the controls and 
audit of the subsidiary records under the 
accounting department. The point here 
is whether that procedure is practical, 
and whether it is advisable to decentral- 
ize the accounting work and the respon- 
sibility therefor. In my opinion, it will 
be found by experience from the nature 
of the record that all the accounting for 
costs of property changes should be kept 
under the responsibility of the account- 
ing officer. 

The wide divergence of opinion about 
the general methods and specific proce- 
dures pertaining to the property record 
system, causes one to pause and consider 
whether it is susceptible of a close ap- 
proach to uniformity. 

There are those who believe that the 
necessity of no two companies are com- 
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parable, and that it is not practical to 
set up an organization and a procedure 
that would be adaptable to all companies. 
Uniformity of principles is vastly more 
important than superficial uniformity of 
form. ‘There are certain basic principles 
which are fundamental in the operation 
of such records, such as the distinction 
between a continuing property record 
unit and a retirement unit, so I believe 
that it is possible and desirable to devise 
and develop forms and procedure that 
can be applied to small companies as 
well as the large ones, so that there will 
be fundamental uniformity in the infor- 
mation available to the commissions. 

There can be no doubt that the util- 
ities know from experience what plant 
records their operations require. Have 
they a clear conception of what the regu- 
latory bodies require in their recent ex- 
action? Are they interpreting too lit- 
erally the instructions? It may be that 
utilities and Commissioners are viewing 
with grave concern the expense incident 
to the execution of the work and the elab- 
orate detail. 

Because of excessive cost that may not 
be compensated for by the value of the 
record, some fear that it is practically 
prohibitive to maintain property records 
in continuous form in the minute detail 
that now seems imposed. 

A simple and economical procedure 
and organization must be the objective, 
so one must measure the cost of main- 
taining voluminous details with the use- 
fulness of the information, and must 
keep within the economic limitations. 

Estimates of the cost of keeping the 
records cover a wide range. I have 
heard mentioned $0.22 per thousand dol- 
lars of plant investment, also $0.50. 


The specific property ‘accounting re- 
quirement has exerted more influence on 
utility accounting and the method of 
property accounting than anything in my 
memory. It is the hardest problem of 
accounting and engineering statistics en- 
countered in years. It has changed the 
terminology of plant accounting, a thing 
fixed, set, adamantine. A requirement 
that can do that thing is worthy of no- 
tice, but when that thing can make itself 
the center of a controversy that is raging 
from the pine clad hills of Maine to the 
sunny beaches of California and from 
the border of Canada to the fragrant 
orange groves of Florida there must be 
something unusual about utility property 
accounting and records. 

Accountants are amazed by the sug- 
gestion that they are not to be account- 
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able for 85 per cent of the assets in the 
balance sheet. 

Engineers are bewildered by the sug- 
gestion that the maps and other physical 
property records, and the valuation pro- 
cedure, which have been their life work, 
should be divorced from their depart- 
ment, even if they are not to be denied 
the privilege of visiting the new bureau 
like a public library. 

Who is winning in this professional 
rivalry for the responsibility of keeping 
continuing property records? I think 
it is too early to predict, but there are 
many indications that the engineering 
departments feel that the costs are a 
major part of the record and seem will- 
ing as a rule to rely upon the accountants 
to assume the burden of this gigantic 
task. It is in a level and sober mood that 
this must be considered, not in a stew of 
high stress. 


Developments show that accountants 
and engineers are able to live together if 
their mutual capabilities are respected 
and both are determined to do so. They 
have been working cheek to jowl for a 
long time. 

There are no conceivable differences 
in the object of accountants and engi- 
neers in this problem. Neither has any 
interest whatever except the desire for 
accurate, sufficient, and economical plant 
records. There has been cooperation in 
the past, and a basis should be established 
for the extension of this cooperation. On- 
ly mad fantasy can conjure up points of 
dispute which might lead to misunder- 
standing between the two. 

The required continuing property rec- 
ord as it has been construed by the util- 
ities is a giant in swaddling clothes. It 
will take time and much serious thought 
to reach satisfaction. 

I am not going to attempt to outline 
in detail an organization for keeping 
property records because no two of sol- 
emn pundits would agree with me; but 
I think that each company should not be 
a lone wolf in its methods as an identical 
requirement is imposed upon all compa- 
nies by the commission. 

As the maintenance of the property 
records is a combination accounting-engi- 
neering job, the quantity and cost rec- 
ords, in my opinion, should be kept in a 
section of the accounting department 
headed by a fixed capital accountant with 
practical knowledge of the physical char- 
acteristics of property, preferably with 
some engineering and construction train- 
ing and experience, and experienced in 

(Continued on page 568) 
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An Engineer's Comments on the Control 
of Continuing Property Records 


By H. R. Martz 


Vice-President, Day §* Zimmermann, Inc. 


Presented by George M. Vesselago at the Third National Accounting Conference, Edison 
Electric Institute, Chicago, Illinois, November 14, 1939 


HE basic problem under consider- 

ation is to relate some dollars to 

some physical property and to 
maintain that relationship. Nothing 
could be more simple in prospect or more 
dificult in retrospect. 

We have been working at the problem 
in a number of directions for more than 
two years and while we have consider- 
able pride in our accomplishment we at 
the same time exhibit a number of scars 
in mute testimony of the thorny path we 
have trod. 

A major difficulty is the constantly 
changing aspect of the physical property 
on the one hand, and the necessity for 
the allocation of charges by certain mem- 
bers of the operating organization be- 
tween operation, maintenance and con- 
struction, on the other. 

In our approach to the problem we 
early recognized the necessity of estab- 
lishing a schedule of the physical prop- 
erty as a part of the operating records so 
that all changes would be automatically 
reflected and the record would be cur- 
rently maintained and readily available 
for any purpose for which it would be 
required. The practicality of this con- 


cept has been confirmed during the course - 


of our work and for purposes of illustra- 
tion we will outline the methods em- 
ployed in the treatment of outside plant 
which perhaps is the most difficult of all 
to handle from the standpoint of control. 


Our approach involves three principal 
features. First, a map of the outside 
plant which shows the property and is 
maintained by the engineering depart- 
ment, supported by detail maps and rec- 
ords which carry cross references to job 
orders. Second, fixed capital ledger 
which shows the cost of this property 
and is maintained by the accounting de- 
partment, supported by detail ledgers 
and records which carry cross references 
to the same job orders. Third, the job 
order procedure which prescribes rules for 
the recording of the construction, retire- 
ment and maintenance activities as ¢ar- 


ried out by the operations department, 
and is thus the key to the control over 
the records of both the property and the 
investment therein. 

The job order procedure provides 
among other things for such information 
in the records as will facilitate the car- 
rying out of the policy defined from time 
to time in respect to retirement in con- 
nection with replacements of the items 
of property. These items are construc- 
tion assemblies, that is groups of ma- 
terials so associated as to form an indi- 
vidually functioning whole specified as 
to size and type, for instance a crossarm 
assembly in place. Construction assem- 
blies are convenient for use in designing 
and recording for engineering purposes 
and also for estimating, cost determina- 
tion and inventory purposes. Continu- 
ing Property Record units, on the other 
hand, are comprised of one or more con- 
struction assemblies, and are those items 
of plant which are shown on engineering 
maps used for operating purposes. 

Each job requires certain preliminary 
work by members of the engineering de- 
partment and involves origination of re- 
quest for new facilities and the necessary 
study of existing facilities from engineer- 
ing records supplemented by field inspec- 
tion as required. An estimate of the cost 
of construction assemblies to be installed 
or retired is prepared for each job in the 
form of a Construction Schedule and 
Cost Statement which serves as a basis 
in requesting approval. The schedule 
also serves after completion of work as 
an inventory of the output of the job and 
as a statement of its cost. It is based 
upon the construction drawing and in- 
structions for the foreman which are 
prepared by the layout engineer. Each 
job is given a number shown on the 
Work Instruction form which furnishes 
information necessary for approval to 
perform the work and also serves as a 
notice to the plant accountant that he 
may receive charges in connection with 
the job and to the foreman that he may 
proceed with the work. 


Work dispatching is carried out by the 
district foreman who is a member of the 
operations department and involves a 
review of the conditions on the job to 
be done, scheduling of the work, assign- 
ment of the crew and distribution of 
working papers which serve to inform 
those concerned of the job number to 
which charges are to be made. 

These charges result from the “input” 
or use of material, labor man-hours, 
transportation car-hours and such other 
components of direct construction cost 
as services of contractors and rented 
equipment. Reports of construction in- 
put from the foreman are currently re- 
viewed by a field representative of the 
accounting department as the work pro- 
gresses for the purpose of insuring the 
applicability of charges to each job and 
the identification of all reports of con- 
struction input by job numbers. Follow- 
ing the review this accounting represen- 
tative records daily such elements of in- 
put as are necessary for control. 


The “output” as referring to construc- 
tion work is the construction assemblies 
actually installed described as to kind 
and quantity on the drawing or sketch 
of the job which is revised as necessary 
by the foreman. The correct quantity 
of output is not necessarily the same as 
the input of the principal materials used. 
For example 3,000 ft. of wire issued 
from the storeroom and used on the job 
will produce an output of say 950 ft. of 
3-wire circuit, as will be shown by the 
engineering circuit maps. 

Engineering records such as circuit 
maps are revised as a part of current rou- 
tine and serve to assist in designing ex- 
tensions and alterations as well as in 
maintaining the plant in safe and efficient 
condition. At the same time running 
inventory summaries of Continuing 
Property Record units maintained in con- 
nection with these records are also re- 
vised by the same members of the engi- 
neering department. The specifications 
and quantity of units entered in the en- 
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gineering records and running summaries 
are based on the data shown on both the 
construction drawing and the job sched- 
ule. 

As the work progresses, charges and 
credits resulting from the input or use of 
material, labor man-hours, transporta- 
tion car-hours, and other items of ex- 
pense are computed in the accounting 
department. Entries in respect to these 
charges and credits are made on work-in- 
progress job ledger sheets. For jobs done 
under annual capital authorizations the 
entries are made on a ledger sheet com- 
mon to all jobs under all annual author- 
izations. 

The determination of job cost is made 
by the plant accountant substantially by 
the same method as was used in the de- 
termination of Original Cost. The cost 
determination in connection with both 
the construction and retirement is made 
on the basis of the previously mentioned 
schedule of construction assemblies listed 
on the completed Construction or Re- 
tirement Schedule and Cost -Statement 
form, prepared in connection with each 
job, which is forwarded to the plant ac- 
countant by the field representative of 
the accounting department after it has 
been annotated to show that the engi- 
neering records had been revised. Job 
cost determination involves the follow- 
ing steps: 

1. Proof of ledger balance 

2. Application of overheads. 


3. Relation of job cost to construction as- 
semblies. 


Job cost determination procedure is 
utilized for purposes of control of both 
the cost and the inventory of property. 
It provides for control of the reasonable- 
ness of construction costs by the use of 
estimates based upon studies utilized in 
the determination of Original Cost. It 
provides for control of the reasonableness 
of retirement costs by the use of average 
costs for each year of installation devel- 
oped in connection with the same Orig- 
inal Cost studies. 

Job cost determination procedure also 
provides by means of the proof of ledger 
balances for elimination of errors with a 
minimum of effort. The errors may oc- 
cur both in the construction schedules 
which show inventories and in the job 
ledgers which show cost. Compensating 
errors which may elude the proof of the 
ledger balance of one job are revealed 
either in connection with such proof of 
another job or as a result of periodic 
comparisons of the running inventory 
maintained in the accounting department 
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with the running summaries of engineer- 
ing records maintained in the engineer- 
ing department, both of which summaries 
show additions and deductions of units 
with references to the job order numbers. 

Additions and retirements are posted 
to fixed capital ledger, supported by de- 
tail ledgers for each of the plant ac- 
counts, on the basis of the job costs, and 
the ledger balances, therefore, at all times 
reflect the cost of the property whose in- 
ventory is reflected in the engineering 
records. 

In conclusion it must be clear that the 
successful operation of the procedure out- 
lined requires the close cooperation of all 
departments of the operating organiza- 
tion. The responsibility is not primarily 
accounting or engineering or operating 
but rather one of management in which 
the contributions of the various depart- 
ments of the organization are directed 
and coordinated most effectively from 
the standpoint of the desired objective. 
By reason of the changing aspect of the 
physical property any procedure estab- 
lished will fail over a period of time un- 
less definite responsibilities are established 
in the various departments of the organi- 
zation and the individuals assigned the 
same are held to strict accountability. 
Superimposed on the various departments 
should be a coordinator whose responsi- 
bility is to keep in touch with the details 
and report to the operating officials with 
respect thereto much in the same manner 
as budgetary control is handled. 


Supplies in the Navy 
Department 
(Continued from page 522) 


The “counter” records on a blank card, 
the standard stock number, and quantity 
found. These cards are dropped into a 
tray in strict numerical order. As fast 
as a floor section is finished, the cards 
go to a bookkeeper who checks against 
the stock cards the quantities entered 
on the inventory card. If the amount 
on an inventory card is not in agreement 
with the stock card it is sent back to 
the inventory crew where the item is 
checked by a different counter. He is 
given no indication of the amount ex- 
pected. This re-check usually discovers 
the difference, which more often than 
not, arises from incorrect stowage. If, 
however, the second counter agrees with 
the first, as to the difference, the card 
is returned to the Chief of Inventory, 
and a final recount made, with the regu- 
lar stockman in charge of the class, pres- 
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ent as a witness. Once the inventory has 
been taken, and proved as to quantity, 
the bookkeeper makes an adding machine 
tape of the inventory values, just re- 
corded on all the stock cards concerned, 
and another bookkeeper checks this tape. 
The final result is recorded as a report of 
inventory, and compared with the ledger 
balance for the class. If the differ- 
ence exceeds a few dollars, investigation 
is ordered. This takes the form of an 
audit of all postings, totals, etc. Any 
considerable number of errors found, on 
the part of any poster, results in dis- 
ciplinary action. 

This system of inventory enables 
counting of thousands of items in a few 
hours, while the final check seldom takes 
more than two days. 


Strategic and Critical Materials 


You have seen much in the newspapers 
lately, in regard to the creation of stock 
piles of strategic and critical materials. 
These are not needed alone, for the 
direct use of Navy Yards or Army 
arsenals, but for the industrial require- 
ments of the nation. The present out- 
break of hostilities in Europe has already 
caused some interference with our im- 
port trade, and may be expected to be a 
source of increasing difficulty in main- 
taining a flow of goods to this country 
from foreign sources. The United 
States is not yet faced with the question 
of a shortage of any essential supplies, 
for either military or civilian needs, but 
the present situation brings home the 
necessity of safeguarding our interests 
by the creation of adequate protective 
stocks of essential materials which are 
not produced in this country, or which 
cannot be produced in adequate quantity, 
within the time required, to meet na- 
tional needs. 


The Controller’s Job 


(Continued from page 519) 


when I first entered the employ of the 
industry as a boy of sixteen, some thirty 
odd years ago. 

That, ladies and gentlemen, is the 
power industry of America; that is the 
industry in which the controller holds 
an executive office, a position which offers 
great opportunities to those of us who 
would be more than technicians—that is 
my Alma Mater, as it is yours—I sub- 
mit, in all good nature, that no univer- 
sity, no college, no school, no industry, 
no commercial enterprise on the face of 
the earth can approach its matchless rec- 
ord! 
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Industry Reporting Within a Rationalized 
System of Federal Statistics 


By Stuart A. Rice 


Chairman, U.S. Central Statistical Board 


An address before the Third National Accounting Conference, Edison Electric Institute, 


tative of a Federal agency which has 

no direct interest in obtaining in- 
formation with which to regulate or tax 
the utility industry. On the contrary, 
an important part of my job and that 
of the Central Statistical Board is to at- 
tempt to minimize the reporting burdens 
placed upon business by Government. In 
saying this 1 do not mean to disparage 
the functions of those agencies engaged 
in gathering business information. How- 
ever, the fact that the Board does not 
itself collect reports will assist me, I 
believe, in speaking to you without bias 
and on a sympathetic level. 

The role of the Federal Government 
in respect to information-gathering with- 
in the economy as a whole is not dis- 
similar to that of a trade association 
within the industry or trade which it 
serves. The association is able, by the 
collection of information from each of 
its members and otherwise, to note gen- 
eral changes in production, in sales, in 
price levels, in consumer demand, and in 
the activities of related kinds of business. 
Turned back to its members, such infor- 
mation is usually of value to each of 
them. If this is true, as I believe, of the 
Edison Electric Institute in relation to 
the utility industry, can it be doubted 
that the functioning of an industry sup- 
plying electric energy and power to near- 
ly 30 million consumers, having assets of 
over 15 billion dollars and an annual 
payroll in excess of one-half billion dol- 
lars is of considerable importance to the 
national economy and to those charged 
with formulating the policy of our Gov- 
ernment ? 


f COME before you as the represen- 


I should like to cite an incident which 
indicates, better than any I know, the 
paradox which so often confronts report- 
collecting agencies, whether in business 
or in the Government. It illustrates the 
duality of interests exhibited by business 
men with respect to the preparation of 
Teports—in this case for a Govenment 
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agency. A few years ago when I was 
Assistant Director of the Bureau of the 
Census, we received from the president 
of a well-known manufacturing estab- 
lishment a forcefully worded letter pro- 
testing against the large number of re- 
ports required from his concern. A few 
days later an emissary of a trade asso- 
ciation, to which this manufacturer be- 
longed and of which he was the largest 
member, came to my office to plead with 
us for an elaboration of the Govern- 
ment’s data respecting this industry. 

Less than a year ago, at the request 
of the President, the Central Statistical 
Board reported to him upon the “Re- 
turns Made by the Public to the Federal 
Government.” Our study indicated that 
no less than twelve Federal agencies have 
periodic occasions to collect information 
concerning the utility industry. Their 
interests vary from the regulation and 
taxing of the industry by the Federal 
Power Commission and the Bureau of 
Internal Revenue to those of the United 
States Employment Service and the So- 
cial Security Board relating to employ- 
ees. This situation illustrates the more 
general problem. In all, 88 Federal 
agencies engage in collecting question- 
naires and reports from the public in- 
cluding both business and the private 
citizen. 


The easy panacea, most often sug- 
gested, is the physical consolidation of 
all report-collecting services of the Gov- 
ernment in a centralized statistical office. 
Upon mature study this solution is al- 
most invariably rejected and the conclu- 
sion is reached that the divorce of 
statistical and _ report-collecting units 
from the administrative organizations 
which the information is meant to serve 
would not be feasible. A single cen- 
tralized agency collecting information on 
everything from the operation of rail- 
roads to home-working conditions in the 
tufted bedspread industry would not 
serve to best advantage the factual needs 


of the administrative bodies designated 
to administer the Interstate Commerce 
Act and the Wage and Hour Law. 

How then can this problem best be 
met? How can the report-gathering ser- 
vices be rationalized and welded into a 
coherent whole? It is my contention that 
the present decentralized statistical sys- 
tem should be allowed to remain and 
that provision should be made for the 
continuing coordination of its component 
parts. It was, in fact, for this very pur- 
pose that the Central Statistical Board 
was created. 


You will notice that I say for the 
continuing coordination. . . . I wish to 
emphasize that particular point, because 
I do not believe the coordination of our 
statistical services can be accomplished 
as a one-time job to last happily forever 
after. It must allow for improvements 
in method and for changes in personnel. 


‘It must follow the assumption by the 


Government of new functions and the 
abandonment of old. As a case in point 
I will cite the Social Security legislation. 
In the Social Security Act as first en- 
acted two different titles provided two 
different bases for the computation of 
taxes on salaries and wages. For the 
purposes of old-age insurance, taxes were 
to be based on wages paid while taxes 
for unemployment compensation were 
based on wages payable. From the stand- 
point of the employer this meant keeping 
two sets of payroll records; one on a 
cash and one on an accrual basis. It is 
only in the past year, after the Act has 
been in operation for several years that 
this discrepancy has been eliminated. 
The Central Statistical Board was cre- 
ated in 1933 by Executive Order and op- 
erated under a series of such orders until 
1935. Although its work during that 
time was principally related to the de- 
pression emergency, Congress believed 
its value to be such that the Board was 
continued by statute in 1935. The Board 
now consists of 14 members including 
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its chairman, who is the only member 
devoting full time to Board duties. The 
remaining members represent the more 
important report-collecting arms of the 
Federal services with the exception of 
one non-governmental member—at pres- 
ent, the Secretary of the American Sta- 
tistical Association. Briefly, the Board’s 
functions are to coordinate the Federal 
statistical services and in general (1) to 
promote economy in the collection of re- 
ports, both to the Government and the 
public; (2) to minimize the reporting 
burdens which Government places on 
the public; and, (3) to improve the in- 
formation made available. 


The simple statement of these three 
objectives tends to over-simplify the ac- 
tual problems confronting the Board. 
Consider if you will, 88 agencies each 
zealous of a particular vested function 
which it views as a vital public interest. 
Consider also the fact that in many cases 
statutory enactments have made it man- 
datory for agencies to collect, compile, or 
collate certain information without re- 
gard to the circumstance that previous 
enactments have already vested similar 
responsibilities or powers in another 
agency. But are there not parallel ques- 
tions on the other side of the shield ? Sup- 
pose, for example, that the option should 
be granted to business concerns of report- 
ing to one Federal agency rather than to 
two; or that the requirements of a re- 
port to one agency should be satisfied by 
reference to a report or part of a report 
to another agency, would the business 
respondent in all cases take advantage of 
the privilege? Might not vested inter- 
ests again be encountered? Is the law- 
yer, accountant, or consultant who has 
long prepared certain Government re- 
ports going to modify his habits volun- 
tarily or leap at the opportunity to elim- 
inate his job? In his paper yesterday, 
Mr. Bohl described the efficiencies re- 
sulting from the work of ‘development 
men” in his company. Using the same 
language, we of the Central Statistical 
Board seek to be “development men” 
within the Federal report-collecting 
mechanism. If all business concerns were 
as receptive to innovations and improve- 
ments as the company represented by 
Mr. Bohl the preceding queries would 
clearly be lacking in any point. As it is, 
the degree to which they are pertinent 
or impertinent I leave to the more com- 
petent judgments of my listeners. 

The Central Statistical Board was cre- 
ated as an advisory agency. With the 
approval of many who participated in its 
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WHITWELL HONORED BY ASSOCIATES 


A silver service and testimonial from members of the Modern Kitchen Bureau 
in recognition of his outstanding services as Chairman during the first four years of 
its history were presented this month to George E. Whitwell, Vice President, Phila- 
delphia Electric Company, by the Bureau’s new Chairman, Walter H. Sammis, Vice 


President, Commonwealth and Southern Corporation. 
President, N.E.M.A., 


Charles E. Swartzbaugh, 
Mr. Sammis. 


early tasks, the Board was given only 
power to review, advise and recommend. 
It could not require the elimination, or- 
ganization, or revision of any statistical 
functions. During the years of the 
Board’s life—and I have been a member 
of the Board since its inception—some 
who supported these limitations have 
modified their opinions. Based on our 
experience and growing to some extent 
from the study to which I earlier re- 
ferred, we have developed certain recom- 
mendations designed to rationalize our 
system of Federal statistics and in the 
process to confer more authority upon 
the Board. 

I should like to mention three of these 
recommendations which were among the 
nine made to the President and to Con- 
gress in our report. One proposed that 
executive power be vested to order the 
consolidation of reporting services when- 
ever two or more agencies were found 
to be requiring identical or substantially 
duplicating information from the same 
group of respondents. A second suggested 
a mechanism whereby so far as possible, 
all requests for information from a given 
group of respondents would be channeled 
through a single Government agency. 
The purpose of this recommendation was 
twofold. First, that such a channeling 


Left to right: Mr. Whitwell, 


H. L. Martin, MKB Manager, and 


agency could build continuing relations 
with respondents and ; second, that since 
all information received from such re- 
spondents would flow through this chan- 
neling agency, there would be less pos- 
sibility for duplicate requests. The third 
recommendation was that consideration 
be given to changes in Federal tax laws 
which, so far as consistent with fiscal 
policy, would permit the consolidation of 
tax returns with other administrative 
reports. 

It was our hope that legislation embody- 
ing these recommendations and others would 
be enacted at the last session of Congress. 
Before any legislative action was taken the 
Central Statistical Board and its functions 
were transferred to the Bureau of the Budget 
and that agency made a part of the Execu- 
tive Office of the President. In view of this 
appropriate change in status, I am of the 
opinion that a substantial part of our recom- 
mended program can now be carried out 
through administrative action, without the 
need of legislation. 

May I leave with you, in conclusion, three 
observations: First, that a certain amount 
of reporting to the Government on the part 
of industry and the public is a necessary out- 
growth of our present civilization; second, 
that the report-collecting services of the Fed- 
eral Government have not yet been welded 
into a rationalized and coherent system; 
third, that such a system can be achieved 
only through the coordination of Govern- 
ment fact-gathering agencies and with the 
wholehearted cooperation of Government 
and industry. 
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Benefits of Sound Depreciation Practices 


By Asel R. Colbert 


Chairman, Special Committee on Depreciation, N.A.R.U.C. 


An address before the Third National Accounting Conference, Edison Electric Institute, 


EPRECIATION, like the poor, 
is with us always, and, whether 
we want to recognize it or not, 

the consumption of capital continues and 
the problems of depreciation are ever 
present. Many views and methods con- 
cerning depreciation have been pro- 
posed. Fapers by the hundreds and vol- 
umes by the score have been written. 
The sinking-fund advocates have sought 
to attract interest to their theory. The 
retirement-reservists have advanced their 
method. The straight-line adherents 
have endeavored to straighten out mat- 
ters, sink the sinking-fund advocates and 
retire the retirement-reservists. But, 
even though the subject has been one of 
considerable discussion for many years, 
real progress by the electric utility in- 
dustry in dealing with depreciation is of 
recent origin. 

A consideration of depreciation de- 
velopments may commence with the ac- 
counting requirements contained in the 
system of accounts for electric utilities 
adopted by the National Association of 
Railroad and Utilities Commissioners in 
1922. That system was prescribed by a 
majority of state commissions and _ its 
use became general throughout the coun- 
try. 

The 1922 classification of accounts 
contained no specific requirements for 
depreciation. Instead, retirement-expense 
and retirement-reserve accounts were 
provided and the instructions concerning 
the use of these accounts were somewhat 
general. The amount of retirement ex- 
pense was not necessarily related to the 
life of property but was left largely to 
the discretion of management. Further- 
more, appropriations to the retirement 
reserve were often influenced by the 
amount of available earnings. 

Under the flexible provisions of such 
accounting regulations various methods 
of recording retirement expense pre- 
vailed. Some utilities charged retirement 
expense on the basis of lump sum appro- 
Priations, dependent on earnings; some 
based the expense on a combined per- 
centage of revenue for retirement ex- 
pense and maintenance; some computed 
it on the basis of the number of kilo- 


Chicago, Illinois, November 15, 1939 


watthours sold; and some based the 
charge on a percentage of cost of plant. 
Under these and various other methods, 
retirement reserves comparing favorably 
with full depreciation reserve require- 
ments were accumulated in some in- 
stances. Generally, however, the re- 
serves based on the retirement principle 
were small and had no true relation to 
the actual depreciation requirements. 
That this was so is indicated by the fact 
that at December 31, 1937, depreciation 
reserves of electric utilities for the en- 
tire country averaged only 11 per cent 
of the book cost of plant and the re- 
serves for over one-half of such property 
base were only about 714 per cent. 


In recent years, dissatisfaction with 
the retirement-reserve method became 
general, particularly among utility reg- 
ulatory authorities. The dissatisfaction 
was due perhaps not so much to the 
methods as to the results. Depreciation 
expense and depreciation reserves for 
tax purposes generally far exceeded the 
book amounts. In many instances re- 
tirement expense provisions were so in- 
adequate and reserves so small as to 
indicate clearly that trouble lay ahead 
unless corrective measures were adopted. 
No doubt influenced largely by these 
conditions, regulatory authority became 
insistent upon systems of accounts that 
required depreciation accounting consis- 
tent with the forces of reality. Giving 
effect to this public sentiment, the Na- 
tional Association of Railroad and Util- 
ities Commissioners adopted a new ac- 
counting system for electric utilities in 
1936. The Federal Power Commission 
issued a new system effective January 
1, 1937. These systems were adopted 
in whole or with only minor modifica- 
tions by many state commissions with 
the result that today depreciation ac- 
counting is generally prescribed for elec- 
tric utilities. 

For some utilities the transition from 
retirement-reserve to depreciation ac- 
counting offered no serious problem be- 
cause the companies were already, in 
effect, if not in name, on a depreciation 
basis. In other instances the change to 


depreciation accounting has already been 
accomplished. Many utilities, however, 
are still accounting for retirement losses 
on the retirement-reserve basis although 
improvement over previous expense pro- 
visions is noticeable. An immediate prob- 
lem confronting the utility accountant 
in these situations is the finding of a 
satisfactory plan for accomplishing the 
change to depreciation accounting, or 
perhaps it would be more accurate to 
say the change to adequate charges for 
the capital consumed in operations. For 
whether this consumption is called re- 
tirement expense or depreciation expense, 
there rests on the utility accountant the 
responsibility of recording the true cost 
of operations. Sound accounting prin- 
ciples dictate that the consumption of 
property, as nearly as it can be esti- 
mated, should be charged to expense 
currently. Yet there may be instances 
where that principle, however sound, 
may be difficult to follow immediately, 
or where it might even be unwise to 
seek to enforce it abruptly. The finan- 
cial requirements of the instant company 
and the effect of such depreciation policy 
on service rates may be important con- 
siderations. Where such difficulties are 
present, perhaps the logical and most 
reasonable solution is to accomplish the 
transition gradually so that, over as 
short a period as is feasible under the 
circumstances, full depreciation expense 
charges*will be recorded. It is only then 
that the benefits of sound depreciation 
practices may be fully realized. 

What are these benefits? I shall 
mention a few with which every student 
of this subject is familiar. 

1. Investors will enjoy greater pro- 
tection of capital. 

2. Additional capital requirements 
will be more readily obtainable and at 
lower cost. 

3. Reduction of funded debt will be 
facilitated. 

4. Returns on 
come more stable. 

5. Common stock equities will be en- 
hanced in value. 

6. Reductions in rates will be facili- 
tated. 


investment will be- 
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Before briefly commenting on these 
benefits, it will be assumed, as experi- 
ence has amply demonstrated, that the 
reserves accumulated will be greater 
under depreciation accounting than the 
amounts ‘provided in the past under re- 
tirement accounting. 

First, let us consider the protection 
to investors that results from the accu- 
mulation of proper depreciation reserves. 
One of the primary purposes of depre- 
ciation accounting is to withhold from 
net earnings an amount sufficient to 
prevent any impairment of capital which 
might result from depreciation of prop- 
erty. By this procedure the assets of the 
company are conserved and the investor 
given assurance that his capital, insofar 
as depreciation may affect it, is intact. 

Consider, too, the protection to in- 
vestors that results from the improve- 
ments in financial statements when the 
facts regarding depreciation are accu- 
rately presented. I quote a single phrase 
that will sound familiar to you all, 
namely: “The appropriations for de- 
preciation, as determined by the com- 
pany, have been made upon the basis 
of charging against income and crediting 
to retirement reserve an annual amount 
deemed by them to be adequate to cover 
retirement losses. These appropriations, 
however, do not purport to approximate 
depreciation on the basis of estimated 
lives of units of depreciable property.” 
This or similar qualifying notes have 
been appended in many instances to bal- 
ance sheets and income statements cer- 
tified by public accountants. It seems 
to me that such expressions are resorted 
to in order to say, in involved phrase- 
ology that the investor may not com- 
prehend, that the depreciation expense 
and depreciation reserve of the exam- 
ined utility are too low. It is significant 
that, where compznies had followed re- 
tirement-reserve accounting and had pro- 
vided adequately for the consumption of 
investment, such qualifying comments 
were not appended to financial state- 
ments. 

I feel safe in saying that accountants 
generally, whether employed by public 
accounting firms, commissions, or utili- 
ties, do not like to see such qualifying 
statements in utility reports and equally 
regret the necessity for them. Also, let 
me add, when sound depreciation, ac- 
counting practices are followed, they will 
become unnecessary and will disappear. 

In their place, at least inferentially, it 
will be shown that the utility has re- 
corded the full cost of depreciation in 
its accounts as nearly as it could rea- 
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sonably be estimated; that the provision 
for this cost has maintained the capital 
of the company unimpaired insofar as 
affected by depreciation and has af- 
forded reasonable protection to the 
equities of investors; and that the re- 
turns shown as earned on outstanding 
securities are correctly stated ; 

Second, it seems obvious that proper 
charges for depreciation expense and the 
existence of adequate depreciation re- 
serves will facilitate outside financing. 
Such accounting procedure retains funds 
in the business which might otherwise 
be improperly distributed in dividends. 
These funds are usually invested in util- 
ity plant and thus constitute an impor- 
tant source of capital. To the extent 
that additions to plant are so financed, 
the amount of capital required from 
outside sources is reduced. It follows 
that the ratios of outstanding securities 
to property and of earnings to interest 
and dividend requirements are improved. 
With smaller amounts of securities 
issued against the plant, there is like- 
wise probability of obtaining outside 
capital on better terms. 


The effect depreciation policies may 
have on the cost of money is shown by 
a recent reorganization of a utility. This 
company previously followed the retire- 
ment-reserve method. Provisions for re- 
tirement expense had been inadequate; 
in fact, within recent years the retire- 
ment reserve was in the red and, in 
addition, property abandoned was car- 
ried as a deferred debit. The interest 
rates on outstanding bonds were high. 
One series carried a rate of 8 per cent. 

The company was reorganized. Its 
capital structure was scaled down and 
certain questionable items carried in 
plant were written off. In addition, ade- 
quate reserves were established and rea- 
sonable expense provisions made. Then 
all outstanding bonds were redeemed 
with a new 31% per cent issue sold at 
a premium resulting in an interest cost 
of about 314 per cent. 

The change in depreciation policy of 
this company was of considerable im- 
portance in refinancing at an interest 
saving. Of course, other factors were 
also present, but it appears certain that 
3% per cent bond money could not 
have been obtained if the red retirement 
reserve and property abandoned item 
had been carried forward. 

Third, depreciation accounting may 
improve the financial structure of utili- 
ties by facilitating debt reduction pro- 
grams. This may be accomplished by 
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using depreciation funds in retiring 
bonds or other interest bearing obliga. 
tions. If the funds are not needed for 
construction purposes, perhaps no better 
use could be found for them than to re. 
tire debt. Such a program, if consistently 
adhered to, will gradually reduce the 
senior obligations against a given prop- 
erty and earnings and result in even 
higher grade securities. 

Even where, as is usually the case, 
depreciation funds are used for construc- 
tion purposes, improvement in debt 
structure may result. Although such 
use of the funds does not reduce the 
outstanding debt or improve the ratio 
of debt to net property investment, there 
is a real benefit in that, if depreciation 
funds are not withheld from earnings 
and made available for construction, it 
might happen that the amount of out- 
standing debt would be increased in or- 
der to finance the construction. The 
practical effect is that depreciation ac- 
counting will improve debt ratios 
whether the funds are used to finance 
construction or in retirement of debt. 

Fourth, the use of depreciation funds 
so as to lessen the total original issue 
of debt or in a debt reduction program 
increases the coverage of interest re- 
quirements and the earnings available 
for common stock. In the long run, 
then, depreciation accounting operates to 
stabilize the return on outstanding secu- 
rities. The experience of American 
Telephone and Telegraph Company is 
a good example of such stabilization. 
For the 35 years, 1900 to 1935, inclu- 
sive, that company paid dividends aver- 
aging 8.7 per cent on the par value of 
capital stock and since 1922 a rate of 9 
per cent has been in effect. It will not 
be denied that depreciation accounting 
so consistently followed by the Bell Sys- 
tem was one of the important factors in 
establishing and maintaining that divi- 
dend record. 

Fifth, depreciation accounting will 
aid in obtaining additional common stock 
equity now needed by many electric 
utilities. In some instances common 
stock money is difficult, if not impos 
sible, to obtain. This may be due to 2 
variety of causes, such as_ insufficient 
earnings, overcapitalization, thin pres 
ent equity causing the issue to be too 
speculative, inability of a holding com- 
pany to purchase additional stock, of 
inadequate reserves for depreciation. It 
is not contended that the accumulation 
of adequate depreciation reserves is 4 
panacea which will immediately make 
additional common stock money avail- 
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able in every situation. However, the 
plowing of depreciation funds by a 
utility into additional plant or their use 
by it in debt reduction programs, will 
enhance the value of that company’s 
common stock. When consistently fol- 
lowed, that practice will assist in build- 
ing up stock equities and earnings ap- 
plicable thereto. In the long run, then, 
depreciation accounting should permit 
more common stock financing to be done 
than has heretofore been possible. 

It may be noted, also, that generally 
the lower the depreciation reserves on 
utility property, the greater the senior 
securities which are likely to be out- 
standing. This may be because if proper 
recognition is not accorded depreciation, 
investors are inclined to demand a senior 
position when they are asked to invest 
additional funds. Hence, failure to pro- 
vide adequately for depreciation may 
create a condition wherein the utility 
most greatly in need of additional stock 
equity experiences the greatest difficul- 
ties in obtaining it. 

Lastly, let us consider the effect of 
depreciation on the person who pays our 
salaries—the customer. Will he also 
benefit? I think so. I am not unmind- 
ful of the fact that in some instances 
the change to depreciation accounting 
will increase operating expenses over 
what they were when retirement-reserve 
appropriations were recorded. This, 
however, does not necessarily mean in- 
creased rates. Other means of recover- 
ing the increased expense may be more 
satisfactory. Load building campaigns 
have been instituted in many communi- 
ties. Sales are increasing generally and 
perhaps still more can be done to in- 
crease customer revenue at even lower 
average costs per kilowatthour and more 
than cover any temporary increase in 
expenses occasioned by depreciation ac- 
counting. This is at least one expense 
that should not be affected by the Euro- 
pean war situation. Furthermore, utili- 
ties have often been allowed adequate 
depreciation expense in rate adjustment 
proceedings, even though it was not re- 
corded in the accounts. No increase in 
rates should be occasioned because that 
depreciation is now set up in the books. 
But regardless of any immediate effect 
on utility rates, either upward or down- 
ward, adequate depreciation expense 
charges should be made by all electric 
utilities as soon as feasible in order to 
account for the full cost of doing busi- 
ness and afford proper protection to 
equities of investors. 

I feel confident that such procedure 
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should ultimately benefit the utility cus- 
tomer. Even under the retirement- 
reserve or other substitute method of 
accounting for retirement losses, the 
charges to expense must eventually be 
as large as if depreciation accounting is 
followed. This is because, as utility 
property becomes older, the annual re- 
tirement losses tend to increase and 
when the plant becomes static, will be 
equal to the full depreciation expense 
requirement. Under depreciation ac- 
counting when this condition is reached, 
a substantial reserve will have been ac- 
cumulated, whereas with the retirement- 
reserve method but a small reserve may 
exist. Hence, in the long run, deprecia- 
tion accounting will result not only in 
no more burden on operating expenses 
than any other method of accounting 
for retirements of property but may 
reduce over-all costs by savings in the 
cost of money through investment of 
depreciation funds in utility plant. 

Furthermore, the utility which has 
provided adequately for depreciation is 
likely to be in better financial condition 
and may thus better control its operat- 
ing and capital costs than one which 
has not done so. It should be better 
prepared to take advantage of favorable 
market conditions in purchases of ma- 
terials and supplies for operation and 
construction and to adopt more readily 
those constantly developing technical im- 
provements in the generation and dis- 
tribution of electric energy necessary 
for the utility to keep pace with the 
progress of the art. 

It seems reasonable to assume, then, 
that in the long run depreciation ac- 
counting will play an important part in 
the maintenance of high grade utility 
service and make possible lower rates 
than would be probable were the re- 
tirement-reserve method continued. 

It may be said that although the 
benefits I have mentioned may be ac- 
complished in theory, yet in actual prac- 
tice they do not materialize. Some may 
claim that the depreciation expense will 
not be permitted to be recovered in 
rates. They may be concerned also that 
depreciation reserves will be deducted 
in determining the rate base. They 
may be particularly fearful that allowed 
rates of return on a rate base so deter- 
mined will be fixed so low as barely to 
escape the charge of confiscation. 

Again, there are those who fear that 
in one way or another depreciation prac- 
tices will affect utility customers unfa- 
vorably. They may be particularly con- 
cerned that claims for adequate annual 
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depreciation allowances will be accom- 
panied by denials of accrued depreciation 
consistent with the annual provisions. 

Where such fears causing mutual dis- 
trust between utility and commission 
representatives exist, effective, economi- 
cal, and equitable regulation is impaired. 
The existence of such a situation of 
itself suggests the remedy. 

Although commissions and_ utilities 
are frequently thought of as impersonal 
institutions, the management and the 
staff of each are composed of persons 
who are very human in all their char- 
acteristics. To dispel whatever feeling 
of mutual distrust may prevail, frank 
and honest conduct is required from the 
representatives of each. A broader co- 
operation between commission and util- 
ity representatives should be encouraged. 
Such cooperation does not imply that a 
commission should give “rubber stamp” 
approval to all that a utility might wish 
to do, or that a utility need accept all 
that a commission may direct it to do 
as gospel and subject to no appeal. Hon- 
est differences of opinion are quite nat- 
ural and should not be resented. Co- 
operation means putting all the cards 
on the table; mutual assistance in all 
relevant and proper matters; accurate 
and comprehensive presentation and im- 
partial consideration of all material 
facts; advancement of claims for no 
more and no less than is honestly be- 
lieved to be proper; frank discussions 
of regulatory problems in order to gain 
the sincere viewpoints of every inter- 
ested party; and all this to the end that 
feelings of mutual respect and confidence 
may be inculcated in both commission 
and utility representatives, resulting in 
improvement of regulation in the inter- 
est of the public. 

With such attitudes prevailing, many 
of our regulatory problems might be 
solved. The controversies concerning 
the treatment of depreciation in regula- 
tory matters might be eliminated. We 
might well come to the sensible and 
very practical conclusion that through 
accountancy we can best measure the 
financial needs of a utility and give 
more consideration to required returns 
on security equities in ascertaining the 
rates to be charged for utility service. 
Then the benefits of sound depreciation 
practices will be realized. Proper depre- 
ciation provisions for the protection of 
capital will be more certain. Returns on 
securities will be more stable. And the 
customer will be given greater assurance 
of the lowest rates consistent with the 
costs and risks of the business. 








Page 552 


EDISON ELECTRIC INSTITUTE BULLETIN 


. November, 1939 


The Accountancy of Tomorrow 


By Charles B. Couchman 


Partner; Barrow, Wade, Guthrie and Company 


An address before the Third National Accounting Conference, Edison Electric Institute, 


The Haunted Balance-Sheet 


NE of the present tendencies of 
accounting thought is a greater 
recognition of the importance of 

the operating statement or income ac- 
count as compared with the balance 
sheet. Statements today are made with 
less regard to the statement of assets 
and liabilities of a concern than to its 
earning power. The earnings are pre- 
sumed to be reflected by the income 
account. As a result of this change in 
viewpoint, the road of development ap- 
pears to branch into two forks. 

One of these relates to the balance 
sheet. There has been much clamor of 
discontent with regard to this ancient 
and honorable financial statement. Some 
want it to display the present realizable 
value of the business; some think it 
should express the capitalization of indi- 
cated earning power; others desire it to 
show the cost of replacement of the 
entire concern; one enterprising and 
original critic suggests it should be so 
set up that the corporate proprietorship 
should equal the current quoted price 
for its capital securities. 

Developed to perform a certain pri- 
mary function, it has been criticized for 
not performing a number of other func- 
tions. 

Even such an able and intelligent 
student of accountancy as the present 
Chairman of the Securities and Ex- 
change Commission in a recent address 
suggested the hope that perhaps the 
balance sheet, by slipping behind a col- 
umnar screen, and by a swift change of 
costume, might perhaps be able to play 
all the parts in the little drama of at- 
tempting to present the various view- 
points of the financial condition of a 
business. 


A different line of criticism has to do 
with what is termed the unreality of a 
balance sheet in its present-day form. It 
is alleged that in such statements there 
is not sufficient recognition of the real, 
in other words, the present-day, value 
of assets and that there is included 
among assets too great a recognition of 
what has been in the past, rather than 
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what is today. Even the more impor- 
tant assets are carried at what they cost 
at some distant bygone date rather than 
at the worth of such assets in today’s 
economic scheme. 

Perhaps this line of thinking will pre- 
vail in the accountancy of tomorrow, 
who knows? Perhaps the statement 
which we now call “Balance Sheet” 
will, in that future date, be pruned of 
all but what may be called its live ele- 
ments so that it will no longer contain 
any figures measuring assets save those 
which represent cash or other property 
measurable in its realizable terms of the 
day, or legal rights to collect or receive 
cash or property. Such a statement can 
evidently no longer be called a balance 
sheet as it would fail to balance. How 
far this trend may go I have no way 
of determining. 

In the long run it may be realized 
that the balance sheet of today, despite 
the many things it does not do which 
the business world would like to have 
it do and the many things it does not 
show which the business world would 
like it to show, yet fulfills a needed 
function justifying its continued exis- 
tence in approximately its present form. 


Courtship of Income and Surplus 


I stated earlier that the increasing 
accent upon the income statement in- 
stead of upon the balance sheet resulted 
in a forking of the road of thought, one 
road leading toward a possible marked 
change in the form of the balance sheet, 
the other toward a change in the manner 
of presenting the income statement. 
With regard to the latter there are two 
schools of thought, the one representing 
more general practice in the past has 
attempted to display through the income 
account for any period the net income 
or loss effect attributable to that period. 
Under this method proprietorship 
changes recognized during the period 
but applicable to other operating periods 
have been reflected directly through the 
surplus account. 

Among the more recent agitations re- 
garding accountancy statements is one 
having to do with the reported engage- 


ment of the Income statement and the 
Surplus Account. The pre-nuptial an- 
nouncement has been set forth in a 
statement of accountancy principles 
sponsored by the American Accounting 
Association. The advantages and dis- 
advantages of such a union are receiv- 
ing serious consideration by other ac- 
counting organizations and the ac- 
countancy of tomorrow may see this 
marriage consummated. 

The advocates of this method of pre- 
senting the historical record of financial 
accomplishments of a business enterprise 
believe that it is desirable, if not neces- 
sary, to reflect in the income account 
itself all elements recognized during that 
period as affecting proprietorship, other 
than contributions or distributions to 
proprietorship, regardless of the period 
of operation to which such items may 
apply. Under a strict application of 
this method throughout the existence of 
a corporation the accumulation of the 
income accounts would display the en- 
tire income or loss of that corporation 
during its history to date. There is 
much to be said in favor of this method. 
It is possible that in the accountancy of 
tomorrow it may be recognized as the 
preferable method and may be _ univer- 
sally adopted. However, it also has its 
faults. 

The chief proponents of the theory 
that the balance sheet has outlived its 
usefulness as the primary financial state- 
ment base their theory chiefly upon the 
belief that the earning power of busi- 
ness organizations is of greater interest 
to all parties concerned than is the 
static situation presented by the balance 
sheet. If this be a sound theory, a ques- 
tion arises as to how nearly the reformed 
income statement just discussed may 
meet the need. If the income statement 
includes not only those elements of in- 
come and expense or loss directly ap- 
plicable to the operations of the period, 
but, in addition, includes all adjustments 
of income or expense as recorded in 
past periods, how will it be feasible to 
gain from it any definite indication of 
the actual current earning power of 
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the corporation? Will it not facilitate 
unwarranted manipulation of the in- 
come statement? 


Cost—But Whose? 

Another unsettled factor in the ac- 
countancy of today has to do with the 
bases of valuation that may be used and 
which affect both the balance sheet and 
the income statement. Let me express 
it this way, even at the risk of shocking 
you: There is a conflict of opinion as 
to whether in presenting the financial 
statements of Corporation A, the basis 
used shall be measured by the actual 
monetary consideration or other similar 
consideration evidenced in the transac- 
tion in which Corporation A is a pri- 
mary party, or whether the valuation 
shall be on the basis of transactions of 
a similar nature of other corporations, 
B to Z, inclusive, and to which corpo- 
ration A has not been a party. 

To illustrate, Corporation A _ pays 
$2,000,000 for a plant. At a later date 
it is discovered that corporations B, C, 
etc., are paying $3,000,000 for similar 
plants. The process by which this is 
ascertained is usually known as “ap- 
praisal” or “determining present repro- 
ductive value.” The question is, shall 
Corporation A continue to display on 
its balance sheet its plant at what it 
paid for it or shall it substitute the 
amount which other corporations are 
now paying for similar properties. This 
affects not only the balance sheet, but 
the operating statement as well, for 
many now hold that if Corporation A 
substitutes the $3,000,000 value in place 
of its actual cost it must depreciate on 
that value instead of on cost. In other 
words, it must now charge in its income 
account an amount of depreciation equiv- 


alent to that charged by corporations 
B, C, ete. 


A fascinating innovation in this line 
of thinking has been introduced recently 
by the Federal Power Commission with 
regard to what is known as “original 
cost”—not cost to the present owner 
but cost to some previous owner in the 
more or less distant past. 

Now, it may be that in the ac- 
countancy of tomorrow this idea of sub- 
stitution will hold sway so that in de- 
termining the value to be shown for 
various assets of A and the various 
amounts to be charged to its income 
statement, the actual cost of these items 
to Corporation A will be discarded and, 
instead, the items will be determined 
by what competitors are paying for these 
respective items or what some other pre- 


EDISON ELECTRIC INSTITUTE BULLETIN 


vious owner paid for the same assets. 
This is a trend worthy of some serious 
consideration. 

Even though accountancy has been 
built primarily upon the basis of actual 
transactions, the amounts measuring the 
effects being determined by cost or by 
the payment of cash or the obligation 
to pay cash or the equivalent, there have 
been. many deviations from this basic 
method. Each such deviation has had 
its advocates who were constantly de- 
manding an increased recognition of 
some basis other than cost as a foun- 
dation of accounting records. 

The income account has been little 
disturbed in the past by any such devia- 
tion from cost. The amounts shown for 
expense have been almost entirely de- 
termined by the actual expenditure re- 
quired of the company in connection 
with the items noted. There is a trend, 
however, today to substitute even in the 
income account a market value’ or a 
charge based upon market value in lieu 
of cost. The chief item at present that 
has been affected by this deviation is 
the item of depreciation or other amor- 
tization of assets usually grouped as 
fixed in character. 

We can readily picture, however, that 
if this trend continues the accountancy 
of the future may disclose an income 
account in which cost has played but a 
minor part. Let me illustrate by a 
single item, ‘“Advertising.’”’ Corporation 
A maintains a radio program and se- 
cured what they considered would be an 
attractive feature at a cost of $1,000 
per week under a 39-week contract. The 
feature proves instantly a tremendous 
success as a result of which corporation 
B offers $4,000 a week for the contract. 
Corporation A refuses to sell but recog- 
nizes that on the basis of market_ value 
its contract is now worth more than a 
million dollars which is duly set forth 
in its balance sheet resulting in a charge 
of $4,000 per week on their books as 
the expense of this particular advertis- 
ing in lieu of the $1,000 of actual cost. 

If public utilities are instructed to 
charge depreciation on the basis—not 
of cost to them but of cost to some 
previous owner, may not the trend thus 
sponsored by high governmental author- 
ity be projected farther so that corpo- 
rations may depreciate machinery for 
instance not on the basis of its cost to 


. them but on the basis of its cost to the 


manufacturer who produced it? 

Many present-day accountants feel 
that the financial statements to which 
they certify can be supported, item by 
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item and dollar by dollar, by the client's 
records of vouchers, of sales bills, of 
contracts and of various other docu- 
ments, supplemented, of course, by 
judgment as to factors of allocation as 
between balance sheet and income state- 
ment and as between periods of time. 
Such accountants might feel less 
happy if cost as a basic element in finan- 
cial statements, and by that I mean cost 
to the corporation whose financial state- 
ments are presented, must be superseded 
by amounts determined by what other 
corporations have done or are doing. 


Other Trends 


The subject assigned me is entirely 
too involved for me to hope to present 
any adequate treatment for it in the 
few moments allotted to me. Time does 
not allow full discussion of the trends 
I mention as indicating certain possible 
developments in the future nor even to 
mention more than a few of these 
trends. I must leave it to you who listen 
to picture for yourselves the gain or 
loss that may result if these trends or 
any of them develop more fully in the 
Accountancy of Tomorrow. 

Others I should like to have discussed 
include the effect of reflecting in the 
financial statements the fluctuating value 
of the dollar; the attempts to establish 
uniform systems of accounting; the con- 
tradictory demands for simplification of 
financial statements and simultaneous 
elaboration of the information contained 
therein; the future place of the Inde- 
pendent Certified Public Accountant; 
the economic advantage of accounting 
terminology as a code-language of busi- 
ness and the necessity for the mastery 
of the code on the part of the receiver 
as well as the sender of the financial 
message; and numerous others pertinent 
to the subject. 

I also wish that I were able to prop- 
erly draw your attention to the possible 
economic significance of the present 
philosophy as to charges against capital 
surplus and against earned surplus, 
keeping in mind the relation of capital 
surplus to capitalism and the relation 
of earned surplus to wealth distribution 
and living standards. This one philoso- 
phy may have a marked bearing on 
Accountancy tomorrow. 


Government Control 


In considering what the accountancy 
of the future may be, recognition must 
be given to the possibility of a control 
being built up through government bu- 
reaus to an extent that would over- 
shadow any form of control by the 
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profession. There has been already more 
or less experimenting in that line in this 
country. Uniform accounting was es- 
tablished long ago by the Interstate 
Commerce Commission. Further ex- 
periments in such attempts at uniform- 
ity are being made by the Federal 
Power Commission and by public ser- 
vice commissions in many states. It is 
possible that in the ensuing years there 
may be such a growth of bureaucratic 
control over all forms of industry that 
accountancy will be completely shackled 
by it in such manner as to allow no 
freedom of discretion or of judgment. 
Such a result I cannot believe will be 
attained or if it is attained that it will 
endure. I am still sufficient of an opti- 
mist to believe that truth ultimately will 
prevail and truth cannot be bound by 
rule or law. In addition, bureaus of 
governmental nature seldom, if ever, 
represent equitably all interests. They 
usually are created in such a manner 
that they function primarily for the 
benefit of a group or a class. 


I cannot therefore believe that bu- 
reaucratic control of accountancy can 
ever produce true results unless through 
a bureau which is wholly non-partisan 
and without class or group favoritism. 
Even assuming such a bureau, it is in- 
conceivable that accountancy can be so 
docketed and pigeon-holed that rules 
may be enacted which will in all cases 
produce true results. Dealing with ac- 
countancy involves as many complicated 
elements as dealing with human _ be- 
havior. Accountancy is concerned with 
a phase of practical application of eco- 
nomics. If the time comes when eco- 
nomics can be reduced to a science built 
up by continuous series of logical steps 
founded about self-evident axiomatic 
truths, then perhaps accountancy may 
also be similarly established in scientific 
form so that true facts may be deter- 
mined in all circumstances without the 
exercise of judgment or discretion. Per- 
haps in that may lie the accountancy 
of tomorrow. Who knows? 

This thought may lead us into a fur- 
ther fancy. Machines of remarkable 
ingenuity have been devised to accom- 
plish automatically almost everything 
that can be determined or performed 
without the exercise of judgment. 
Therefore if accountancy should ever 
reach that phase of exactness, why is it 
unreasonable to believe that there might 
be evolved a magnificent auditing and 
accounting machine? The records of a 
corporation would be fed into the hop- 
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per and from one slot would come a 
balance sheet and from another an in- 
come statement, with perhaps additional 
slots for analyses of surplus and other 
supplementary schedules, all perfect in 
their accuracy and completeness, thus 
relegating accountants to the scrap heap 
of innocuous desuetude. 


Since we are in the realm of fancy, 
why stop there? If we are forecasting, 
let us do it in a big way. One of my 
interesting clients has evolved a system 
whereby anything susceptible of news- 
paper reproduction, type, pictures, car- 
toons, or what have you, may be fed 
into a transmitting machine and simul- 
taneously, through receiving machines, 
tuned to the proper wave length, there 
will be reproduced perfect copies of the 
original, no matter where these receiv- 
ing machines may be located. Many of 
you have already seen the results. 

Let us combine those two pictures so 
that in the accountancy of the future 
the corporation having completed its 
fiscal year and fed its records into the 
auditing machine I referred to, now 
feeds the resultant financial statements 
into a transmitting set and stockholders 
throughout the country tuning to the 
proper wave length of their favorite 
corporation may see the balance sheet, 
the income statement and all other in- 
teresting data, including the president’s 
report, come streaming forth from their 
receiving set which may have been placed 
upon the breakfast table beside the 
electric toaster. 


Government, however, can be of 
great aid in the development of a better 
Accountancy—not by attempting to 
make rigid classifications for items that 
are innately variables nor by limiting 
optional treatments where optional 
choice is essential to fair presentation 
of facts or for the preservation of es- 
sential rights, but by cooperation with 
the profession and supplying a needed 
authority in the application of those 
theories and practices determined as 
being productive of the best results for 
the whole economic community. 

Great progress in such cooperation has 
resulted from the work of the Securities 
and Exchange Commission, particularly 
under its Administration as now consti- 
tuted. Further progress will undoubt- 
edly be made as the Commission and its 
staff increase their understanding of 
accounting problems and their recogni- 
tion of the sincerity of the profession 
in its attempts at equitable solutions. 
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Conclusion 

I cannot state how the various prob- 
lems of accountancy of today will be 
solved in the future, nor how its short- 
comings may be corrected. Could I do 
that 1 would not have to wait until 
tomorrow. Nor can I tabulate the mis- 
conceptions applicable to present-day ac- 
countancy, and how such misconceptions 
may be overcome, nor list those elements 
in financial statements which by some 
are held to be misrepresentations. That 
which is misconceived or misunderstood 
today may be understood tomorrow, but 
who knows what new misconceptions or 
misrepresentations may tomorrow be 
held with regard to accountancy as it 
then may be. We cannot hope that 
accountancy will be the one single phase 
of complicated life which at any time 
in the future will be free from miscon- 
ceptions and misunderstanding. 

Accountancy, like any other important 
factor in commerce of economy is not 
without its critics. If we who practice 
accountancy are not aware of its faults, 
its shortcomings, its failure to attain per- 
fection, that fault can not be laid to the 
door of those outside the profession. 
Their freedom in voicing their view- 
points has not been limited by any inhi- 
bitions nor handicapped by any embarass- 
ment. 

One of the ironies, perhaps I should 
say one of the tragedies, of life is the 
miscasting of roles whereby men are not 
allowed to follow the line of operations 
with regard to which they know so 
much. This is well manifested in con- 
nection with accountancy. Consider the 
tragedy and the loss to the business 
world in the fact that those most prolific 
and most vehement in their written and 
spoken expressions of what is wrong with 
accountancy and what should be done to 
correct it have never been permitted by 
an unkind fate to certify to a set of 
financial statements nor even to make 
an audit. Perhaps this unfortunate situa- 
tion may be adjusted in the future so 
that these critics may be recast in new 
roles wherein they can perform instead 
of discuss. 

As accountants tremendously con- 
cerned with the improvement of the pro- 
fesssion, we have welcomed and will 
continue to welcome all these criticisms 
and suggestions and regardless of their 
source we must weigh them carefully in 
the hope that somewhere among them 
and perhaps from an unexpected source 
may come some idea that can be evolved 
into a practical plan for improvement. 
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Cost Accounting Practices 1n Federal 
Government Departments 


By H. S. Bennion 


Vice President and Managing Director, Edison Electric Institute 


An address before the Third National Accounting Conference, Edison Electric Institute, 


UR national government, now 

more than one hundred and 

fifty years old, has become a 
vast organization carrying on large and 
varied enterprises. 

During most of its existence these en- 
terprises, except for the Postal Service, 
were primarily non-commercial in char- 
acter. Revenues from their operations 
were trifling and incidental and were 
simply covered into the Treasury as 
miscellaneous receipts. Expenses for 
operation and ordinary maintenance, for 
occasional replacements and for additions 
and betterments of plant and equipment, 
all were provided for in considerable de- 
tail by annual appropriations from Con- 
gress. A dollar spent from funds 
gathered by the tax collector or from 
borrowed funds, whether this went for 
rations for the Army, for constructing 
Post Office buildings, or for digging 
canals, was merely a dollar spent, and 
the accounting, from the time it was ap- 
propriated until the final auditing of the 
expense voucher, was solely concerned 
with insuring and proving the fact that 
the money was actually spent in accord- 
ance with the stated purpose in the ap- 
propriation act and that cash balances 
and incidental cash receipts had been 
handled according to laws and regula- 
tions designed to discourage misuse of 
public funds by their custodians. 


Article I of the Constitution of the 
United States says: ‘‘No money shall be 
drawn from the Treasury but in con- 
sequence of appropriations made by law 
and a regular statement of accounts and 
receipts of all public moneys shall be 
published from time to time.” This pro- 
vision has largely determined the prac- 
fices of the various bureaus and other 
agencies of the government in account- 
ing to Congress for the funds disbursed 
by them. 

Government accounting is essentially 
a cash accounting system. It is full of 
checks designed to prevent irregularities 
in the handling of cash. It is in effect 
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a body of regulations springing from a 
long series of legislative enactments to 
control the action of paymasters with no 
idea of any presentation of the actual 
worth of a business enterprise in which 
the government may be engaged or of 
its solvency. It presumes that a new 
supply of money will annually be made 
available from the Treasury and the ac- 
counting concerns itself almost entirely 
with funds received and disbursed in each 
current year. 


Private corporation accounting is es- 
sentially an accrual accounting which 
concerns itself primarily with earnings 
on previous capital expenditures and 
with the integrity of these investments. 

The Comptroller and Budget Officer 
of the Post Office Department, in tes- 
tifying early this year before a subcom- 
mittee of the House Committee on Ap- 
propriations, said with reference to Post 
Office accounting: i 

“We have none of the complexities which 
are concerned with capital funds, interest, 
payables, receivables, credit, inventories, 
sales, purchases, intangibles, insurance, 
taxes, banking, securities, markets, distribu- 
tion, dividends and profits. Ours is a simple 
cash set-up with a huge volume and without 
bookkeeping adjustments—and that’s all 
it is.” 

On the same occasion he said: 

“The present money is being appropri- 
ated in conformity with the Act of July 2, 
1836. In 1836 the accounting structure of 
the Post Office was established on its present 
basis. It was then under the guidance of 
Postmaster General Kendall and it was done 
to cure a very unsatisfactory situation.” 

What has been accounting practice of 
Federal Bureaus for so long a period 
may be expected to continue through the 
years. The habits and practices and 
inherent characteristics of the Congress 
and of government bureaus are deep 
rooted and resistant to change. Customs 
will persist with little permanent modi- 
fication and, if diverted from their 
course by some incident, will tend to 
drift back in time. New Federal agencies 
may be expected to gravitate toward the 


customs and practices of the older 
agencies. 
Commercial Operations 

Many of the enterprises undertaken 
by the Federal Government in more re- 
cent years are commercial in character, 
requiring not only the operation and 
maintenance of extensive plant and 
equipment, but involving the transacting 
of commercial business—establishing 
prices, promoting and soliciting business, 
collecting revenues and actually incur- 
ring all of the expenses of private busi- 
ness enterprise, except taxes. Some of 
these expanding enterprises of the Fed- 
eral Government are competing directly 
or indirectly with private enterprise to 
influence or establish price levels in such 
commercial fields as banking, insurance, 
building, contracting, engineering, rail- 
roading, shipping, electric power supply 
and, to a limited extent, manufacturing. 
A brief examination of the accounts 


_ rendered by these commercial enterprises 


of the Federal Government reveals, how- 
ever, that the old style government ac- 
counting—merely keeping track of cash 
receipts and disbursements, is still the 
general practice of these governmental 
commercial enterprises in reporting to 
Congress. 

Since the electric light and power 
industry is one of those affected by gov- 
ernment in business, it may be worth 
the while of its accountants to look 
briefly at the accounting practices of the 
Federal Government to observe the basic 
differences between such practices and 
those of private business so as to be in a 
position to appreciate more fully what 
to expect from their competitor in the 
coming years. 


In reviewing the various annual re- 
ports of Federal agencies to Congress, 
one is impressed with their lack of uni- 
formity both as to form and substance. 
The lack of information makes it dif- 
ficult, for the layman at least, to gain an 
understanding of the financial operations 
reported upon. Additional accounting 
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information may often be found by 
searching through testimony of officials 
before appropriation committees of Con- 
gress, by reference to reports of the Sec- 
retary of the Treasury and of the Direc- 
tor of the Bureau of the Budget, and 
by searching through miscellaneous 
speeches, articles and publications, but a 
clear and comprehensive statement gen- 
erally is not to be had. 


The magnitude of Uncle Sam’s busi- 
ness establishment is indicated in an ad- 
dress on the accounting system of the 
Federal Government by E. F. Bartelt, 
Commissioner of Accounts and Deposits, 
United States Treasury Department, be- 
fore the National Association of State 
Auditors, Controllers and Treasurers, on 
November 16, 1938, in which he pointed 
out that the government then employed 
over 1,200,000 men and women, that 
it had about 400,000,000 acres of real 
estate having an estimated fair market 
value of $5,000,000,000, that it main- 
tained 2,900 buildings, that it owned 
equipment the value of which it would 
be difficult to estimate. It had bonded 
indebtedness of $38,000,000,000, a cash 
balance of $2,500,000,000, exclusive of 
the $2,000,000,000 stabilization fund, 
that it had a proprietary interest of about 
$4,000,000,000 in various governmental 
corporations whose combined assets were 
more than $12,000,000,000 (an amount 
equal to the investment of the privately 
owned electric utilities). He stated that 
the government had over 9,000 revenue 
and appropriation accounts and approxi- 
mately 6,700 disbursing accounts, that it 
handled 25,000,000 collection items an- 
nually and made 140,000,000 payments 
annually. It had 25,000,000 accounts 
with taxpayers, 2,000,000 accounts with 
owners of government bonds, 700,000 
loan accounts with the Farm Security 
Administration, 33,000,000 accounts 
with employees subject to the Social Se- 
curity Act, that the Home Owners Loan 
Corporation had in excess of 1,000,000 
accounts, that the Veterans Administra- 
tion had 1,500,000 accounts, and the 
Farm Credit Administration and af- 
filiated agencies had approximately 4,- 
000,000 accounts. 

Business enterprises of the Federal 
Government which involve engineering, 
operation and management of extensive 
plant and equipment, and the collection 
of large revenues as well as the payment 
of expenses, are the Postal Service, the 
Reclamation Service, the Panama Canal, 
Inland Waterways Corporation, The 
Alaskan Railroad, the Tennessee Valley 
Authority and the U.S. Housing Au- 
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thority. ‘The following are a few ob- 
servations based upon a brief examination 
of the annual reports of these agencies. 


Post Office Department 


Post Office buildings are constructed 
by the Treasury Department in accord- 
ance with appropriations of Congress. 
Disbursements for lands and buildings 
are merely recorded in the current ac- 
count of expenditures of the Treasury 
Department. The operation and upkeep 
of post offices and charges for rented post 
office space are provided for in current 
expenses of the Post Office Department, 
but funds expended for Post Office 
Buildings are not treated as an invest- 
ment in plant for a commercial enter- 
prise of the government, the revenues 
from which should carry its fixed charges, 
and the reported deficits of the Post Of- 
fice Department do not include any fixed 
charges for government owned post of- 
fice buildings or for capital invested in 
equipment owned by the Department. 

The Post Office Department is al- 
lowed to retain its postal receipts and to 
disburse these funds together with an- 
nual appropriations which are made by 
Congress to make up the annual deficit 
between income and outgo. The Comp- 
troller and Budget Officer of the Post 
Office Department, in the testimony 
previously referred to, stated: 

“For 1937, the Comptroller General certi- 
fied the postal income as $726,201,110, while 
the actual was $870,186,238. The 1937 ex- 
penditure was certified to be $772,815,842, 
while the actual was $827,309,310. Some of 
the discrepancy is in millions paid without 
appropriations, deducted from earned in- 
come. Net income is reported and expense 
is not reported at all. Certain income is 
ignored. 

“If the law or ancient custom allows us to 
collect or pay moneys from any source for 
any purpose and not include those moneys 
in our income and expense, it is wrong if 
we are to run the Postal Service in a busi- 
nesslike manner.” 


The Bureau of Reclamation 

The Reclamation Service was estab- 
lished in 1902, and its expenditures to 
bring arid lands under irrigation were 
to be repaid by the settlers on the proj- 
ects. The funds appropriated by Con- 
gress were to be treated as a revolving 
fund to be invested in new projects as 
the earlier ones paid up. Its consolidated 
statement of construction costs of irri- 
gation works and other items reim- 
bursible, with construction and amounts 
repayable for the fiscal year ended June 
30, 1938, as set forth in the Annual 
Report of the Secretary of the Interior, 
shows a net operating loss for the year 
which is added to expenditures for con- 
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struction during the year, and this sum 
is in turn added to the previous amount 
repayable to show the grand total 
amount carried as repayable. The ac- 
count does not reckon interest or other 
fixed charges. 

Having in mind the fact that an 
operating deficit is shown, that interest 
and other fixed charges and apparently 
that general administrative costs of the 
main office of the Bureau at Washing- 
ton are also excluded, it is interesting 
to observe that in the Interior Depart- 
ment Appropriation Hearings for 1940 
the Bureau of Reclamation reported that 
for the fiscal year ending June 30, 1938, 
the cost of incidental power developed 
at ten projects of that Bureau, with a 
combined generating capacity of 100,000 
kva and an annual output of about 502.- 
000,000 kwh, was only 1.09 mills per 
kwh; the principal elements of this 
cost fixed charge, not having been in- 
cluded. 

Boulder Dam 


The Boulder Canyon Project, al- 
though built and operated by the Bureau 
of Reclamation, is reported separately 
because of the fact that it was built 
under a separate Act of Congress which 
contained a number of specifications con- 
cerning the sale of power and the han- 
dling of revenues therefrom. No income 
statement for this project is shown in the 
report of the Bureau of Reclamation but 
the Annual Report of the Secretary of 
the Treasury shows the condition of 
“Colorado River Dam Fund.” The re- 
port for 1936 (page 105) states: 


“This fund was established under the Act 
of December 21, 1928, to provide for the 
construction of works commonly referred to 
as the Boulder Canyon Project. All revenues 
received in carrying out the provisions of 
the act are payable into the fund and ex- 
penditures are made out of the fund, under 
the direction of the Secretary of the Interior. 

“Of the $165,000,000 (maximum advances 
by the Treasury) an allocation of $25,000,000 
was made to flood control. Under an opinion 
of the Attorney General, funds advanced 
for the construction of the All-American 
Canal are not subject to interest charges. 

“The Secretary of the Treasury is re- 
quired to charge the fund with such amounts 
as may be necessary for the payment of 
interest at the rate of 4% upon all amounts 
advanced and remaining unpaid (except 
money advanced for construction costs of 
the All-American Canal) and if the fund 
is insufficient to meet the payment of interest, 
the Secretary of the Treasury may, in his 
discretion, defer any part of such payment 
and the amount so deferred shall bear in- 
terest at the rate of 4% per annum until 
paid.” 


As of June 30, 1938, the Colorado 
River Dam fund showed total advances 
for construction of $112,669,735 and 
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accumulated interest of $19,872,146, 
against which there stood a credit of $2,- 
825,632 as net proceeds, repaid to the 
Treasury from the sale of power. Pay- 
ment of the net interest of $17,046,514 
was deferred for one year. This defer- 
ment costs the fund additional interest 
of $681,861, which is more than one- 
third of the power revenues for the fiscal 
year 1938. 

No depreciation charges enter into 
the accounting. The expenditure was 
supposed to be liquidated at the end of 


fifty years. In 1938, however, when the 
electrical installation was about half 
completed, the total annual interest 


charges were $4,943,425, or three times 
the revenue from the sale of power for 
that year. In 1939 the interest charges 
will be almost $6,000,000 under the 
present arrangement with accumulated 
arrears more than $20,000,000, and 
revenue for 1939 was estimated at the 
1939 hearings before the House Com- 
mittee on Irrigation and Reclamation as 
$5,000,000. Mr. E. F. Scattergood, 
Chief Engineer of the Los Angeles Light 
and Power Board, appearing before this 
committee, stated in July, 1939, that 
Boulder Dam is destined to fall short of 
“paying out” in 50 years as was ex- 
pected unless there is an adjustment of 
rates and charges at the dam. He fur- 
ther stated that to hold markets and en- 
courage industries, those who contracted 
for Boulder Dam power should be given 
a lower rate at the present time as pro- 
posed in the Bill, otherwise the Boulder 
project might not reach its expected 
earning power. 


Panama Canal 


The Panama Canal enterprise collects 
revenue from tolls and also from the 
operation of a large number of business 
undertakings, such as an electric utility 
system, coal and oil business, telephone 
and telegraph systems, real estate opera- 
tions, hotels, dairies, merchandising, 
shipping, etc. The Panama Canal makes 
one of the most complete reports of any 
of the Federal business enterprises. In 
its report to Congress for 1938 it shows 
a capital investment of about $538,000,- 
000, revenues from canal tolls of $23,- 
305,000, and revenues from its business 
operations of $17,941,000. 

The gross revenues from canal tolls 
were covered into the Treasury as “mis- 
cellaneous receipts,” as required by law, 
and the operating profit of the business 
enterprises amounting to $824,612 was 
likewise covered into the Treasury as 
miscellaneous receipts, as the law re- 
quires. The Canal in turn received from 
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Congress for maintenance and operation, 
sanitation, civil government, postal ser- 
vice, repatriation of unemployed aliens, 
etc., certain appropriations, and spent 
during the fiscal year approximately 
$9,396,000. 

The report calculates that the earn- 
ings, both from the Canal and the busi- 
ness operations, for the year, amounting 
to $14,735,000, represented a return on 
the net investment (gross investment less 
depreciation) of 2.9 per cent. It reported 
that net repayments (gross less current 
appropriations) to the Treasury since 
the beginning have amounted to $272,- 
176,000. 

If the Canal had accounted as a pri- 
vate enterprise, assuming 2.6 per cent 
rate of interest on the capital investment 
of $538,000,000, which was the average 
interest rate paid by the Federal Gov- 
ernment during the fiscal year, 1938, and 
deducting $2,248,000 as accrued de- 
preciation on the canal and equipment 
and business property as estimated in the 
report, the net income for 1938 would 
have been $14,735,000 minus $16,236,- 
000, or a net deficit of $1,501,000. Out 
of the gross revenue, private enterprise 
would have had to contrive to pay some 
$10,000,000 to $15,000,000 in taxes to 
local, state and Federal Governments. 

The point to observe here is that the 
Panama Canal is reckoning up the time 
when its cost will be defrayed but using 
operating profits before charging for in- 
terest and depreciation. Thus, in the 
course of fifty years or so, it may show 


that the Treasury has been repaid, 


whereas if it were currently charged 
with the interest which the Treasury is 
regularly paying out, and if it were cur- 
rently charging its depreciation, it might 
never produce sufficient earnings to 
make any repayment. 

The omission of depreciation from the 
calculations is excused on the grounds 
that the cost is to be repaid in a certain 
number of years, but if the actual cost 
is not repaid in a reasonable number of 
years then this reason is not valid and 
depreciation should be charged. 


The Alaskan Railroad 


The Alaskan Railroad operates from 
Seward on the seacoast to Fairbanks on 
the Yukon. It does the usual railroad 
business. Operating revenues and non- 
operating income are shown, as well as 
operating expenses and collections from 
the operation of ocean-going vessels. The 
“total income in excess of expense” was 
reported to be $76,704 in 1938. No re- 
ceipts were covered into the Treasury. 
Reports of rehabilitation and improve- 
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ment and extension indicate that this is 
being done with WPA and PWA funds. 
From the report it is evident that fixed 
charges on the capital investment are not 
reckoned in the accounting. 


Inland Waterways Corporation 


The Inland Waterways Corporation 
operates in the Mississippi River and 
tributaries and in the Black Warrior 
River. It does a shipping business and 
its plant consists of towboats and barges, 
wharves and terminals. It began dur- 
ing the World War and has expanded 
somewhat since that time. It purchased 
the equipment of its principal competitor 
in the river shipping business. Its opera- 
tions are in competition with railroad 
and truck transportation and some re- 
maining privately owned river transpor- 
tation. 

Without attempting to go into its 
history of appropriations received, at 
present it is organized as a corparation 
whose entire capital stock of $12,000,000 
is owned by the Federal Government. 
In 1938 it reported total operating reve- 
nues of $8,086,000, total operating ex- 
penses of $6,959,000, non-operating in- 
come of $125,000, deductions from gross 
income of $147,000, net income before 
depreciation $1,105,000, charges for de- 
preciation of $600,000 and net income 
after depreciation of $505,000. This 
amounted to 4 per cent on the capital 
stock. It made no payment of dividends 
to the Treasury which holds the capital 
stock. 

Tennessee Valley Authority 

The Tennessee Valley Authority, 
created in 1933, owns and operates a 
number of generating stations, an exten- 
sive transmission system and some dis- 
tribution plants. It also engages in the 
fertilizer business, soil conservation, for- 
estry and river improvement for naviga- 
tion and flood control. Its appropria- 
tions and bond authorizations together 
with the appropriations, prior to its crea- 
tion, for the building of Muscle Shoals 
and Sheffield steam plant amount to 
$390,600,000. In its reports to Congress 
it has allocated a large part of its ex- 
penditures to navigation and flood con- 
trol. It does not account for interest 
on its investment in facilities allocated to 
power production. It makes certain lim- 
ited payments to the states of Tennessee 
and Alabama in lieu of taxes. In its 
cost allocation report on the Norris, 
Wheeler and Wilson Dams it estimated 
that the earnings from the sale of elec- 
tric power at these three dams would 
return their entire cost in thirty years. 
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It is authorized by law to retain its 
revenues and expend the funds so col- 
lected in its operations. 

Its accounting of costs is not compar- 
able to the full accounting of electric 
utilities as prescribed in the Uniform 
System of Accounts, the principal items 
of difference relating to accounting for 
capital expenditures and to fixed charges 
thereon— interest, depreciation and taxes. 


U. S. Housing Enterprises 


About twelve agencies of the Federal 
Government are engaged in the business 
of building, operating or financing apart- 
ment houses and other types of dwel- 
lings. Some of these are merely under- 
writing and financing operations but 
others involve ownership and manage- 
ment of housing properties. These 
managed properties involve the fixing 
and collection of rents, the matter of 
operating and maintenance expenses and 
of depreciation. ‘The published annual 
reports furnish operating data for a year 
or more on a few of these owned and 
operated housing projects. 

The reports submitted to Congress 
merely give a summarized statement of 
revenue from rents and of operating ex- 
penses. Funds to make up the deficit 
between revenue and expenses are pro- 
vided from funds appropriated to the 
U. S. Housing Authority or its predeces- 
sor, the PWA Housing Division, and 
those projects which had operating prof- 
its paid this to the U. S. Housing 
Authority. There is no reckoning of 
interest or other fixed charges on the 
capital expenditures set forth in the pub- 
lished financial statements. 

In its annual report for 1938, the 
U. S. Housing Authority, in discussing 
PWA Housing Division projects, states 
that rents for these projects were to be 
fixed “to operate or lease the projects 
on a basis which contemplated repay- 
ment to the government of 55 per cent 
of the cost of the project over a sixty- 
year period, plus interest.’ The report 
also states that the U. S. Housing Au- 
thority “is authorized to fix the rentals 
at amounts necessary to pay management, 
operating and maintenance costs plus 
such other amounts as are consistent with 
maintaining the low-rent character of 
the projects.” 


Self-Liquidating Projects 
In reporting on the operations of the 
Boulder Canyon Project the Depart- 
ment of Interior has reckoned that the 
project will pay for itself in fifty years, 
and the special board appointed to make 
an allocation of the investment in Nor- 
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ris, Wheeler and Wilson Dams has re- 
ported that the earnings from the sale 
of power at the three dams would return 
their entire cost in thirty years. Early 
this year, in reporting on the feasibility 
of the cost of the Florida Canal Project, 
the engineers are quoted as having said 
that the government would get its money 
back without interest in the course of 
time. In the light of these statements 
and the annual reports of various reve- 
nue producing Federal business enter- 
prises, it is apparent that the term “‘self- 
liquidating’’ in the parlance of 
government finance means that over a 
period of years operating revenue from 
the projects shall sufficiently exceed 
operating expenses that the aggregate 
sum of the operating profit will finally 
equal the amount of the appropriations 
for the projects. 

Private enterprise with operations of 
precisely the same character would per- 
force reckon its self-liquidation status 
only after paying interest on dividends 
to its investors and providing from the 
actual revenues of the projects for re- 
serves for replacements and retirements 
in sufficient amounts to prevent the 
physical property from depreciating more 
than about 10 per cent so as to insure 
at all time acceptable service standards, 
and it would, of course, have to take out 
of its cash drawer exactions of the tax 
collector in support of government. In 
the matter of paying back the capital 
outlay over a long period of years, 
private enterprise could not enjoy the 
cumulative effect of escaped taxes, which 
at present rates would itself wipe out 
the entire cost in about twenty-five 
years. 

Over-All Costs 


The Federal Government, in conduct- 
ing commercial enterprises, actually has 
to meet all the elements of expense that 
private enterprise encounters except the 
one of taxes. (Indirectly it has that ex- 
pense also in competitive fields for 
it must forego the tax revenues 
which its property would have to pay 
into the Treasury were such _prop- 
erty in private hands.) The  gov- 
ernment has accrued a public debt of 
approximately $40,000,000,000 and it 
annually pays interest on this public debt 
in excess of the total annual Federal 
budget for any year prior to 1917. This 
Federal debt is in very large part the 
result of the entry of the Federal Gov- 
ernment into these many business enter- 
prises to which I have referred. The 
capital outlays made for them and the 
accumulation of the failures of these 
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enterprises to return to the Treasury in 
annual revenue amounts equal to its out- 
lays, direct and indirect, on their behalf 
must add up to a large percentage of 
the debt. 

The various business enterprises al- 
ready referred to are merely depart- 
ments of the one large business organiza- 
tion, and we should look to the accounts 
of the Treasury Department as the cen- 
tral accounting system of the Federal 
Government for a general balance sheet 
and income statement. Unfortunately, 
however, the Treasury merely accounts 
for receipts, appropriations and expendi- 
tures and does not furnish any detailed 
reckoning which would give a measure 
of the true return on investment of any 
of the individual enterprises in which 
the government is engaged. There is 
no single set of books which reflects all 
of the financial transactions of the goy- 
ernment. The books of the U. S. Trea- 
sury are inherently cash books and the 
annual report of the Secretary a record 
of cash receipts and cash disbursements. 
There is no attempt to present a con- 
solidated balance sheet of assets and lia- 
bilities. It merely provides a list of the 
securities owned by the United States, 
the details of the public debt and the 
cash assets on hand. 

If there were a consolidated balance 
sheet and income statement which would 
show the proper allocation to individual 
business enterprises of the government, 
two large items of expense not included, 
or rarely so, in their accounts to Con- 
gress would become manifest, namely, 
the large item of interest charges and 
substantial charges for general or over- 
head expense. To state this in another 
way, the reports of expenditures of the 
various individual departments and 
agencies of the government if all added 
up would fall substantially short of the 
total expenditures shown by the U. S. 
Treasury because of their failure to 
reckon a proper share of interest and of 
general or overhead expenses. 

Some of the reports of these govern- 
mental commercial undertakings may 
present calculations aimed to show the 
success of the business after allowing for 
interest, depreciation, perhaps taxes and 
possibly amortization, but these presen- 
tations are merely studies and in no sense 
records of cash transactions or of ac- 
crued charges to be paid out of revenues 
from the business. Governmental com- 
mercial enterprises and truly self-liqui- 
dating projects should pay a reasonable 
annual rate of interest and make a rea- 

(Continued on page 568) 
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The Closing Address 


By P. S. Young 


Chairman of the Executive Committee, Public Service Electric and Gas Company 


Closing address before the Third National Accounting Conference, Edison Electric Institute, 


T is a pleasure for me to participate 
in this program of the Third Na- 
tional Accounting Conference of the 

Edison Electric Institute which is now 
about to close. 

On behalf of Mr. Rodey and his Plan- 
ning Committee, I thank the accounting 
associations, the American Institute of 
Accountants, the Controllers Institute of 
America, and the Accounting Section of 
the American Gas Association, who have 
combined with the Edison Electric In- 
stitute to make possible this most inter- 
esting and successful gathering. 

The program has been unusually com- 
plete. It is obvious that in conferences 
of this nature, the accomplishments are 
measured by the contributions of the par- 
ticipants. Leading accountants in the 
industry and outstanding representatives 
in fields closely related to activities of 
utility accountants have made it notably 
constructive. 

The electric utility accountants have 
aspired, through these Conferences dur- 
ing the past few years, to know more 
accurately and completely the facts that 
underlie the operation of the business, 
the comprehension of which determines 
the success of their service to the indus- 
try. In this effort, I believe, they are 
developing that knowledge and under- 
standing which is the basis of sound busi- 
ness conduct. 

The accountant is no longer merely a 
recorder of financial facts. He has be- 
come an interpreter of such facts. Today, 
the trained accountant has become an 
important part in the conduct of modern 
business enterprise. He is indispensable 
in the utility field, with its multitudinous 
problems presented by taxation, regula- 
tory rules, valuation and rate determina- 
tions, issuance of securities, and financial 
reports, not to mention the volume of 
operating and statistical data so necessary 
to present-day operating efficiency. The 
manifold operations of the commercial 
departments of utilities outside of the 
sales departments, are largely accounting 
functions. The utility accountant is 
closely associated with the utility engi- 
neer in the operation of utility proper- 
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ties. With increased influence and 
opportunity the accountant, serving as a 
counsellor of management, faces _in- 
creased responsibilities. No longer can 
he wait for management to assign specific 
tasks or to point out all its problems. He 
is obligated to his organization, his pro- 
fession and to himself to keep resource- 
fully abreast of business demands and 
also to anticipate them. The utility ac- 
countant of today must have a broad 
foundation in training and education as 
well as a technical knowledge of account- 
ing. With this fundamental preparation 
he is in a position properly to employ his 
talents to assist in the duties of manage- 
ment. 

The utility accountant, generally 
speaking, is not overspecialized. In the 
earlier stages of the business and during 
its rapid growth he has had the widest 
opportunity to familiarize himself with 
every phase of the business. 

Must we not depend upon the account- 
ant to speak with authority on matters 
with which he is familiar? Should we 
not rely upon him to speak for his com- 
pany in matters of economic portent? 
Furthermore, should he not be expected 
to take a militant position in every move- 
ment leading to the just solution of prob- 
lems affecting the economics of business 
and social development ? 

The discussion of depreciation has 
brought out clearly the sound contribu- 
tions being made by some of the best 
men in the utility accounting field. The 
recent depression brought in its train in- 
numerable reforms, social experiments, 
and corrective measures which have pre- 
sented many problems for business gen- 
erally and also for the accountants of this 
industry. Throughout these conferences, 
we have witnessed the progress that has 
been made in charting the course to be 
followed even though we may have been 
so far unable to arrive at the solution of 
all of these questions. You, who are vet- 
erans in the service of the industry, will 
recall other difficult problems in the past 
requiring time, earnest deliberation and 
sound judgment for their solution, but 
progress has been made and the industry 


is on its way to greater service and new 
achievements. 

I should like to associate myself with 
the note of caution against rigid and in- 
elastic rules and regulations for utility 
accounting which has been sounded here. 
Much has been done during the past few 
years to establish the fact that account- 
ing practice is founded very largely on 
business requirements and so affected 
by custom and judgment. The Amer- 
ican Institute of Accountants, the New 
York Stock Exchange and The Secur- 
ities and Exchange Commission have 
done an outstanding service in clarifying 
this important point for accounting in 
general practice today. Every account- 
ant in the utility industry should take 
part in the necessary work of education 
on this point. 

In concluding, may I say that I recog- 
nize the value of the discussion and ex- 
change of ideas resulting from the com- 
mittee work and periodic meetings of the 
accountants of the industry. The dele- 
gates in attendance here will find this 


_ work a valuable adjunct in the training 


of the personnel in their respective com- 
panies. The need for these Conferences 
has been well demonstrated by the great 
interest of all who have taken part in 
these meetings the past few days. 

A high standard of discussion has been 
maintained throughout these meetings. 
A firm purpose has been evidenced to 
strengthen the industry by the applica- 
tion of sound accounting practice, to pro- 
tect the investor, and the public, by hon- 
est and intelligent presentation of the 
economic and financial facts relating to 
the business. I am sure that all of us 
in attendance here will return to our re- 
spective duties better equipped to grapple 
with the problems that are facing us. We 
will all carry in our memory, and be 
the richer for, this experience. 

Personally, and on behalf of all the 
delegates at these meetings, I wish to 
thank Mr. Rodey, his associates, the 
Planning Committee, and the Special 
Committees for this splendid Conference. 

I now declare the Third National 
Accounting Conference closed. 
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Attendance Record Established By Electric 
Utility Exhibits at New York World’s Fair 


Will Reopen in 1940 


By Clayton Irwin 


Managing Director, Electric Utilities Exhibit Corporation 


HEN the New York World’s 
We closed on October 3lst, 
more than 12,250,000 people 
had seen the electric utility industry’s 
two exhibits, ‘“Forward March of 
America” and “The Electrified Farm,” 
the highest attendance record of any in- 
dustrial exhibitor at the Fair, and ex- 
ceeding by more than 250,000 what had 
been considered by some as a rather 
optimistic estimate of 12,000,000 people 
made at the half-way point of the Fair. 
Even taking the attendance of the two 
exhibits separately—7,000,000 at “For- 
ward March of America” and 5,250,000 
at the Farm—the exhibits still rank 
among the best attended industrial ex- 
hibits at the Fair. 

The question most frequently asked, 
particularly during the first few months 
of the Fair, was: “Are people from the 
rest of the country coming to the Fair, 
or is the attendance confined largely to 
‘Easterners’?” We had the answer to 
that question so far as our own exhibits 
were concerned in the first month’s 
operation—and what was true of our 
exhibits must have been true of the Fair 
as a whole. At the end of the first 
month, an analysis of the cards signed 
by visitors at our exhibits for copies 
of the souvenir booklets showed that we 
had requests from every state in the 
Union except one. This did not neces- 
sarily mean that we had not had visitors 
from that state, since only a small per- 
centage signed cards for the souvenir 
booklets. The day following, however, 
we had signed cards from the one miss- 
ing state. 


Since then there have been enough 
impartial surveys made of the Fair as a 
whole to prove conclusively that the 
country did come to the Fair. In our 
own exhibits, the more than 350,000 
cards for copies of the souvenir booklets 
are a tangible evidence that from every 
nook and corner in the United States 
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people came to the Fair. In addition, 
we had approximately 15,000 requests 
from Foreign visitors—from Canada, 
England, Palestine, Argentina, France, 
Yugoslavia, Bulgaria, Mexico, Germany, 
Australia, Scotland, Ireland, Italy, South 
Australia, Turkey, Spain, Sweden, 
Arabia, Holland, Netherlands, India, 
Ireland, China, Brazil, Sweden, Cuba, 
in addition to Hawaii, the Philippines, 
the Panama Canal Zone, and many 
others. Another evidence that it was a 
World’s Fair in every sense of the word! 


The attendance at an exhibit is, of 
course, an excellent index of its show- 
manship. More important, if possible, 
from the point of view of the exhibitor, 
is the effectiveness of the exhibit— 
whether it succeeds in achieving its ob- 
jectives. In the theater, if a show is a 
box-office success, the show is a success. 
An exhibit, however, can be popular, 
have good attendance, and still be a 
“dud” because it fails in its objective. 
The acid test of an exhibit, therefore, 
is whether it achieves its objective .. . 


and showmanship . . . first to attract 
and then to interest. 

From the point of view of showman- 
ship, our exhibits have established them- 
selves as a pronounced success. There 
is ample evidence for this statement. Our 
attendance record is one evidence, the 
wide publicity given them is another, 
still another is their listing as “‘Must 
See” exhibits in newspapers and maga- 
zines all over the country, also their list- 
ing as “shows” and “spectacles.” In his 
excellent article on “The First 100 Days 
of the Electric Utilities Exhibits at the 
New York World’s Fair,” appearing in 
the August BuLietTin, Mr. Gardner 
Boyd has given this phase of the ex- 
hibits considerable attention and there 
is no need for going into detail at this 
time. 


The question then is: “Are the ex- 
hibits achieving their objectives?” Mr. 
Boyd answers this question definitely in 
the affirmative in his article 

Because the answer to this question 
is the answer to whether the exhibits 
are worth while to the industry and to 
the companies which are supporting 
them, a careful study has been made of 
the newspaper and electrical trade paper 
comment, and articles in general and 
class magazines which have appeared. 

In an article entitled “Utility Show- 
manship at the New York ‘World’s Fair,” 
appearing in the September 28th issue 
of Public Utilities Fortnightly, Ralph 
B. Cooney, appraised the various utility 
exhibits at the Fair, and his remarks on 
our exhibits are so pertinent and typical 
of other comment that I am quoting 
them in full: 

“A constant stream of visitors pours 
into another building devoted to the 
electric utilities—the fascinating ‘For- 
ward March of America’ display of the 
nation’s light and power companies. 
Here again is one of the most talked- 
about attractions of the whole fair. 
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“Contrasting a brilliantly conceived 
city street of the gas-light era with a 
brilliantly illuminated stveet of tomor- 
row, it achieves by this juxtaposition 
the sharp contrast which is the essence 
of drama. 

“To appreciate this, it is only neces- 
sary to station yourself for a few mo- 
ments on the modern side of the doors 
that connect the two contrasting streets. 
The ‘ohs’ and ‘ahs’ with which the crowd 
unfailingly emerges into the bright 
modernity of the ‘street of tomorrow’ 
are quite sufficient evidence of the sharp- 
ness with which the magic power of 
electricity has been revealed. 

“Both streets are so well executed 
that, by themselves, each would pro- 
voke interested attention. The crowd 
lingers longer in the old-fashioned street, 
partly, I believe, because of the extra 
human interest provided by the presence 
of living characters, partly because it is 
so different from the world in which we 
now live. 

“This is probably just as well, for 
since the big moment with most visitors 
comes as they suddenly find themselves 
on the bright side of the doorway, any 
straining to hold their interest as they 
stroll on down the ultra-modern street 
would be anticlimactic. 

“According to the announcements, 
the ‘Forward March of America’ dis- 
play has been sponsored by ‘Your Elec- 
tric Utility Company.’ Its purpose is to 
show the changes in living conditions 
that have been brought about since the 
introduction of electric service through 
the agency of privately owned utility 
systems. At the same time, it seeks to 
imply that the future development of 
an ‘electrified’ society may also be en- 
trusted to these same organizations. 


“Forward March of America’ is a 
successful exhibit. People come from 
it with a renewed understanding of 
what it means to live in a world bright- 
ened by electric light. I have spent 
more time in this place than in any other 
single spot at the fair. . . . I have ob- 
served the reactions of several hundreds 
of people. 

“The other exhibit of the electrical 
companies consists of a pleasantly un- 
pretentious demonstration of an electri- 
cal farm. It is characterized by a quiet, 
sensible quality that carries great con- 
viction. 

“Whoever picked the agreeable young 
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men and women who demonstrate the 
farm’s equipment possesses a personnel 
sense of the highest order. These young 
people are tops. 

“They exude a feeling of genuine 
friendliness; they smile as though it 
didn’t hurt; they do their work with 
expert yet casual skill. They talk easily 
and with assurance, but with no trace 
of that brassy commercial patter so 
characteristic of the usual demonstrator. 
They strike just the right note in the 
presentation of a pleasant picture. 

“T have overheard a number of dis- 
cussions between visitors and members 
of the demonstration staff. The thing 
that impressed me most was the simple 
common sense with which explanations 
were given, particularly when practical 
questions of installation and construc- 
tion were involved. It was so evident 
that the demonstrators fully understood 
rural people and the extent to which 
farm families build things for them- 
selves. 

“The chief virtue of the electrical 
farm as a display lies, I think, in the 
fact that it keeps functioning as a farm 
—producing eggs and milk and garden 
truck, just as though all America wasn’t 
wandering through the barnyard. 


“Within the scope of its quiet objec- 
tives, the electrical farm is creating an 
excellent impression. It appeals to city 
people as well as their country cousins, 
and, while seldom jammed, it invites a 
constant procession of visitors. Of course 
some of them think it ‘awfully cute’ and 
some are disappointed because the elec- 
trification hasn’t produced something 
spectacular like neon tubing around the 
cow stalls. But to the many who have 
some understanding of farm life and 
farm problems, its remarkable array of 
conveniences stimulates an appreciative 
interest. One only has to listen to the 
high percentage of intelligent questions 
asked to be convinced of this.” 

From articles in two leading electri- 
cal trade papers: 

“Constructive imagination and care- 
ful planning have given to the electric 
utilities’ ‘exhibits at the New York 
World’s Fair a wide range of interest 
combined with effective visitor appeal.” 

“Impressive from the educational 
standpoint is the presentation of the 
Electric Utilities Exhibit Corporation, 
sponsored by leading electrical utilities 
throughout the country. This exhibit 
dramatizes the progress with electric 
service by contrasting a full-sized re- 
production of two business streets—the 
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Street of Yesterday and the Street of 
‘Tomorrow. 

“The street of the gay nineties is com. 
plete to the minute detail. Upon enter. 
ing the building Mary and I were 
transported to the scenes of half a cen. 
tury ago. We walked through the 
lobby of an old-time theater surrounded 
by bill posters announcing melodramas 
of a bygone era. Narrow: sidewalks, 
cobblestones, a clanging horsecar, and a 
maze of overhead telegraph and power 
wires created a nostalgic atmosphere, 

“You were mistaken when you sug- 
gested that I make this Fair alone. As 
an engineer, I am possibly more inter- 
ested in the wheels behind the wheels 
that make this Fair go. But, not s0 
with Mary. She appreciates more than 
I what these electrical exhibits mean to 
her. Her attitude is the same as hun- 
dreds of our women customers who will 
tour these fairgrounds. To her and to 
them this Fair broadens their apprecia- 
tion of science and electric service. 

“For instance, as we walked through 
the Street of Yesterday, I saw a smile 
creep over her face. She watched a 
woman scrubbing her clothes over an 
old washtub aided only by a tin boiler 
on the coal stove. In the old barber 
shop an 1892 model flapper was having 
her hair dried with a palm leaf fan. 
Those are the things that make the 
womenfolk sit up and take notice. | 
almost believe that Mary’s estimation of 
me and the work we are doing at the 
company went up 100 per cent after we 
left the flickering gas lighted street and 
emerged from a curved passageway into 
the office of the modern electric com- 
pany.... 

These are typical of hundreds of 
others and if they are a criterion, I think 
we can safely say that the exhibits are 
achieving their objectives. 


One interesting fact has emerged from 





our experience at the Personal Service | 


desk where signatures were taken for the 
souvenir booklets. In addition to their 
own names and addrésses, visitors were 
asked to fill in the name of the electric 
company serving them, so that cards 
could be sent to their respective com- 
panies. More than 80 per cent of the 
people did not know the name of their 
company! 

We have had so many requests for 
additional information on our experi- 
ence in this connection that I am includ- 
ing it here. Specific information on in- 


dividual companies is not available. 
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“Residents” of Street of 1892 in “Forward March of America” Say Farewell at Close of New York World’s Fair for 1939 


After the first few -weeks’ operation, 
when it became evident that a large 
proportion of visitors did not know their 
company’s name, we recognized the im- 
portance of a survey to determine actual 
percentages. 

Accordingly our staff made a num- 
ber of two-day and three-day tests, and 
these tests, coupled with the break- 
down of the cards themselves, showed 
definitely that not more than 20 per cent 
of the people who requested booklets 
knew the name of their electric company. 

This situation did not hold true, how- 
ever, in some of the larger cities, or 
where the company had publicized in- 
itials. Also people seemed to remember 
better names with “Edison” in them, 
and the shorter company names. The 
General Electric Company and West- 
inghouse were not infrequently given as 
the name of their electric company. In 
a number of instances the name of a 


company in a contiguous territory was 
given, and company names which were 
made up apparently on the spur of the 
moment because people did not know, or 
could not remember, and were too em- 
barrassed to admit it. 

This gives rise to many interesting 
speculations which have no bearing on 
the exhibits, as such. It is reported here 
only because it is an interesting and 
surprising fact, and because of the many 
inquiries we have received. 

While both exhibits “sold” the value 
of electric service and its importance in 
our present day world, the technique 
employed in the two exhibits were quite 
different. In “Forward March of 
America” the contrast in the two streets 
did what might be termed a “mass sell- 
ing job” in the selling of an idea. The 
impact of the contrast brought home to 
visitors the tremendous progress in liv- 


ing standards in the short space of less 
than fifty years and electricity’s contri- 
bution to that progress. At the Elec- 
trified Farm, however, the selling was 
more direct, more specific. More than 
half of the 60,000 people who requested 
souvenir booklets on the Farm also re- 
quested information on the various appli- 
ances, equipment, etc., and these names 
have been sent to the various manufac- 
turing companies so that they could 
furnish the information. 

The exhibits have been “‘put to bed” 
for the winter and will open again in 
1940. If the 1940 period is as successful 
as the 1939 period has been, there is no 
question but that the exhibits will have 
done much to give the American public 
a new conception of what electric ser- 
vice means to them; and a better appre- 
ciation of the privately operated utility 
companies furnishing that service. 
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Meeting of Meter and Service Committee pa 
izati 
A. B. Craig, Chairman the 
Effo: 
‘ ‘ A . thor 
N Sept. 20, 21 and 22 members of was arranged by officials of this com- those of most outstanding importance acce 
the Meter and Service Committee pany. The day was devoted to an in- were the following: of tt 
gathered at the Hotel Leland, Spring- spection of the Sangamo plant, where (7) Revision of the Metermen’s Handbook oh 
field, Illinois, for the first meeting of many novel and interesting methods of AM eebanen ote susliek wih teal aati 
the 1939-1940 season. All members of meter manufacture were exhibited. The the publication of the revised Metermen’s sons 
the Committee, together with a number Committee welcomed the opportunity Handbook. This arduous undertaking has affir 
of corresponding members and guests, of visiting the plant and appreciated been in Committee for the past two years prin 
: : : . Bl ee and is now in its final form in the hands base: 
turned out to enjoy a most interesting their hospitality. : , are as 
e ‘ of the printer. The revised edition is ex- (4) 
session. About 34 were Present, repre- On Thursday morning, September pected to be ready for distribution early in D 
senting practically all sections of the 21, the business session was opened and 1940. pat 
esc a tn ie be be 8 the ag ype engaged si pee dis- (2) Standardization of Current Trans- facte 
pringfie | is the home of the San- cussion of various metering problems. formaes fer Primary Circeits eg 
gamo Electric Company, and the pro- A number of subject groups reported on Following completion of the developanl path 
gram of the first day, September 20, projects being actively studied. Among of a low voltage current transformer about appl 
oa eal — duct 
ae aie in th 
Per Cent oF Totrat METERS MANUFACTURED IN SIZES AND Types INDICATED satis 
Compilation of Manufacturers’ Reports* atter 
—_—_—_—_ —$—$$ $$ ———___ —— - —— mete 
“a ” » | “a ” basis 
Bottom Connected or ‘‘A’’ Type S” Type I 
! 
Meter ee ay | tion 
Cap 2 Wire 3 Wire 2 Wire 3 Wire iat 
Amp. 
| | man 
1925 1930 1935 1938 1925 1930 1935 | 1938 1930 1935 1938 1930 1935 1938 revi 
| | | inch 
5 69.4 47.36 25.83 16.10 o.3 | 2.9 ff tae? jaw 15.59 17.88 4.25 7.65 data 
10 17.1 8.27| 1.92} 0.33| 4.2 | 7.64| 2.63| 0.08 | at 3 ee 0.92 | 0.12 ae 
15 webin 3.38 5.07 5.46 . | 14.76 17.18 | 17.67 sua 1.82 | 3.28 14.21°| 27.91 
25 vel. 0.86 0.13 0.02 | 7.69 1.25 O97) 2.0]. RRR |) - eae 0.46 | 0.09 ard 
50 PES 0.17| 0.05} 0.04 | 2.15] 0.31] 0.22] ... | 0.01} 0.01 | 0.23] 0.16 pee 
75 peat 0.05 | 0.00} 0.00 0.08} 0.00] 0.00} | 0.00 | 0.00 | | 0.00} 0.00 a 
i nou! 
Comparison by Size ALDaA be Be =e 15-a 
| 18 
Meter 1925 1930 1935 1938 7 
Cap et (eee onen . wert 
Amp. l l l ; l l ee 
2W 3W Total 2W | 3W | Total | 2W 3W =| Total 2W | 3W Total Acti 
| | “x me mitt 
5 69.4 9.3 78.7 | 47.36 8.59 | 55.95 | 41.42 | 11.60 | 53.02 | 33.98 | 10.30 | 44.28 ‘tio 
10 17.1 4.2 41.3 8.27 2.66 | 25:82 | 2.70 gun0 | 6.25 | 0.49 0.20 0.69 th 
15 ian see seas 3.38 | 14.76 | 18.14 | 6.89 | 31.39 | 38.28 | 8.74 | 45.58 | 54.32 ads 
25 ee By rs 0.86 | 7.69 | 8.55 | 0.14 1.71 | 1.85 | 0.02 0.26 0.28 15 
50 eaex wie Pee cae +i Rts 1 BR 0.06 0.54 | 0.60 | 0.05 0.38 0.43 | petu 
75 ire st ceed 0.05 | 0.08 | 0.13 | 0.00 0.00 | 0.00 | 0.00 0.00 0.00 | is 
# | aad | q 
86.5 | 13.5 | 100.00 | 60.09 | 39.91 | 100.00 | 51.21 | 48.79 | 100.00 | 43.28 | 56.72 | 100.00 | mete 
8 ened Eee es es A Sao SAS ER Lee Ly It | 
E : ie | i 
Comparison by Type a year ago, this subject group was organized ae 
. to make a similar study to obtain a long | an 
OAM To “an Moo, range current transformer for primary cit- 
Meter Cap ee eee 8 Type - cuits. This work has advanced to where ponc 
Amp. ace ex ; —— preliminary specifications are now prepared 192! 
1925 1930 1935 1938 1935 1938 for consideration. The purpose of this study man 
————_—_____—_|—_——_ — as taken from the preliminary draft 1 193( 
ew ; a quoted below: 569 
R bo ge en °% HH a 7% ee “The increased overload range of modern 6% 
15 takes 18. 14 [ 22.25 23 13 16.03 31.19 watthours meters and the limited available QO 
25 Bie 8.55 1.38 0.19 0.47 0.09 overload range of the present day current now 
50 bie 4; am 0.36 0.26 0.24 0.17 transformer indicates the desirability of | (1 
75 a Je 0.13 0.00 0.00 0.00 | 0.00 having a longer loading range of current Sire 
| REG) Gia fT transformers. This will permit reduction of dens 
100.0 100.00 61.72 42.74 38.28 57.26 necessary stocks to be carried by both the Vice 














manufacturers and the utilities, and less fre- (2 
quent changing of current transformers 48 
load changes occur.” 


*Averages are not weighted, that is manufacturers data treated as if all manufactured same amount 
of meters for corresponding year. 
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(3) Standard Dial Constants 

The Committee has given considerable 
publicity to the Dial Constant Standard- 
ization, a copy of which was published in 
the February, 1939, issue of this bulletin. 
Effort is being made to have this standard 
thoroughly understood in order to obtain 
acceptance and conformance to it. In view 
of the advancement in metering, particularly 
in regard to the extended overload capa- 
city of modern meters, the formula on which 
these standards were established seems rea- 
sonable and necessary. The Committee re- 
affirmed its agreement in the fundamental 
principles on which these standards were 
based. 

(¢) Metering of Low Power Factor Loads 

During the year a survey was made in re- 
gard to the proper metering of low power 
factor loads, such as fluorescent lighting and 
neon signs. It was the definite opinion of 
the Committee that much could be done to 
require manufacturers of such equipment to 
apply power factor correction to their pro- 
duct. It was believed that more emphasis 
in this direction would provide a much more 
satisfactory solution to the problem than to 
attempt to use the necessary expensive 
metering to measure such loads on a KVA 
basis. 

In connection with the standardiza- 
tion of meter sizes, a compilation made 
in 1936 of the per cent of total meters 
manufactured by size and type has been 
revised and brought up to date by the 
inclusion of the 1938 figures. These 
data show a definite trend toward the 
acceptance of the recommended stand- 
ard sizes of 15 and 50 amperes. The 
outstanding fact of this analysis is that 
in recent years there has been a pro- 
nounced increase in the demand for the 
15-ampere size. For example, in 1930 
18% of the total meters manufactured 
were 15 ampere, in 1935 38%, and in 
1938 this figure had increased to 54%. 
Activity of the Meter and Service Com- 
mittee in the past year in furthering the 
standardization of sizes, together with 
the equalization of the price of the 5 and 
15 ampere meters, has given added im- 
petus toward the establishment of the 
15 ampere size as the standard domestic 
meter. 

It is also interesting to note, aside from 
the standardization of sizes, that there 
has been a marked increase in the manu- 
facture of 3-wire meters with corres- 
ponding decrease in the 2-wire type. In 
1925 only 14% of the total meters 
manufactured were the 3-wire type; in 
1930 this increased to 40% ; and in 1938 
56% were 3-wire meters. 

Other projects of general interest 
now being investigated are: 

(1) Determination of experience with 
Service cable and to obtain cable specifica- 


tions suitable for both service drop and ser- 
vice entrance use. 


(2) Investigation to obtain a more suit- 
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able material for meter terminal blocks 
which will not be subject to tracking be- 
tween terminals. 

(3) Determination of the value and need 
of potential indicators in watthour meters 
and whether or not they could be elim- 
inated either entirely or partially with a 
resulting reduced meter cost. 
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As is customary at these meetings, the 
following day, Sept. 22, was given to a 
joint session with the AEIC Committee 
on Metering and Service Methods and 
the meter manufacturers for discussion 
of problems of mutual interest. 





Domestic Electricity in Great Britain 


From an article by H. A. Shackleton in Electrical Review (London) 


“ID ELIABLE particulars of domestic 

consumption in Great Britain 
have been very difficult to obtain in the 
past, but the latest Return of the Elec- 
tricity Commission contains some very 
useful information concerning domestic 
electrification. Included for the first 
time is a Summary Table which gives 
an analysis of consumers and sales of 
electricity to, and revenue received from, 
domestic consumers. Similar informa- 
tion for the United States has been pub- 
lished annually for many years, so that 
a more reliable comparison of develop- 
ment in the two countries is now pos- 
sible. 

“It should be mentioned that the table 
does not cover the whole of the domestic 
consumers in Great Britain, information 
being available only for 92.8 per cent 
for 1937-1938. Figures in the following 
tables have therefore been adjusted 
where: necessary on the assumption that 
the undertakings included in the Return 
are characteristic of the whole.” 
Epitors’ Note: In the following tables, the 
figures for Great Britain covet the year end- 
ing March 31, 1938 for the most part, while 
those for the U.S.A. are for the calendar 
year ending Dec. 31, 1937. In Table 1, the 
two items marked* have been inserted by 
the E.E.I. 

“The rapid increase in number of 
domestic consumers in Great Britain 
during the past two years has been at- 
tained mainly through the connection of 


a large number of consumers of the low 
wage earning class. Quite apart from 
the present abnormal situation, the rate 
of connection will inevitably fall in the 
future, since a large proportion of the 
premises near distribution lines have now 
been connected. 

“Using the estimates of numbers of 
appliances in use, .. . it appears that the 
annual consumption per domestic cus- 
tomer in Great Britain was 100 kwhr 
more for cooking, 73 kwhr more for 
water heating and 170 kwhr /ess for re- 
frigeration than in the UV. S. A. 

“The most striking difference in con- 
nections in the two countries is in the 
field of refrigeration. In the U. S. A. 
there was one domestic refrigerator to 
every 2.4 domestic consumers, whereas 
in Great Britain, there were approxi- 
mately 77 consumers for every domestic 
refrigerator in use. 

“Our advantage in supplying more 
energy per consumer for cooking and 
water heating was, therefore, almost 
nullified by our smaller sales for re- 
frigeration purposes. 

“For lighting and miscellaneous uses 
the consumption per consumer was 197 
kwhr in Great Britain and 349 kwhr in 
the United States. . . . The conclusion 
is, therefore, that much more extensive 
use is made of electric lighting in Ameri- 
can homes than we over here are accus- 
tomed to make.” 














TABLE 1. NUMBER OF CoNSUMERS, 1937 
Great Britain U.S.A. 
PRN oki. ata ka) vic see Rica adis de said pass X's oleae Simms 46,000,000 129,257,000 
eg EES eee ere ee erie 8,091,000 21,698,000 
Consumers per 1000 population .................. 176 168 
(PT OURREOMEIONY 0155 fan ok vis oy casa e-vd se cmbate 94,638 2,973,776) 
(Customers per equare miile™ .... 66... ccc ceses 85 7) 
TABLE 2. ANNUAL CONSUMPTION, 1937 
Great Britain U.S.A. 
Average Number of Consumers .................. 7,713,000 21,276,000 
ee I as Pitre UR er A pakie Sats sad phigres 4,623,900,000 16,875,500,000 
Aine Tae eet Comte aia cick k io oko 0a 0s sa seas 599 793 
TaBie 3. APPLIANCES IN Use, 1937 
Great Britain U.S.A. 

Appliance Saturation Kwhr/Appliance Saturation Kwhr/Appliance 
ee 75 % 60 84 % 80 
SSE ere 60 % 80 8514% . 100 
Refrigerators ........ 1.3 &% 300 43% 420 
| RR 144% 1,200 614% 1,200 
Water Heaters ...... 5 % 2,500 2 % 3,300 
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Empire State Association Convention 


VER two hundred executives and 

department heads of various gas 
and electric utilities met at the thirty- 
fourth annual convention of the Empire 
State Gas and Electric Association at 
the Westchester Country Club on Oc- 
tober 19th and 20th. 

Edward P. Prezzano, President of the 
Association opened the convention with 
a splendid address in which he indicated 
the value of association activities and the 
fruits of cooperative effort. 

Conrad N. Lauer, retiring President 
of the American Gas Association, de- 
livered an inspiring talk on the gas in- 
dustry’s future and spoke of the contri- 
bution to that industry and to the 
management of the American Gas Asso- 
ciation made by men from the Empire 
State. 

Hall M. Henry, Assistant to the Pres- 
ident of the New England Gas and 
Electric Association, spoke on Increas- 
ing the Gas Net Revenue, in which he 
indicated that not only operating econ- 
omy but predominantly sales effort was 
the key to success. With illustrated 
charts he emphasized the various steps 
in increasing revenue. 

Dr. William I. Myers, Head of the 
Department of Agricultural Economics 
at Cornell University, spoke on The 
Outlook for Agriculture in New York 
State and its possible bearing on the sale 
of electrictiy to farm customers. 

Davis M. DeBard, Vice-President of 
the Stone & Webster Service Corpora- 
tion, spoke on Load Building, in which 
he emphasized the importance of market 
analysis and the necessity of the gas and 
electric industries getting a just share of 
consumer income. 

Charles W. Kellogg, President, Edi- 
son Electric Institute, spoke on electric 
utility finances. He reviewed the history 
and present financial structure of the 
electric utility industry. 

A splendid talk on recent amendments 
to social security legislation was given 
by Timothy J. Mahoney, Counsel of the 
Borden Company. 

Herbert C. Davidson, Vice-President 
of the Consolidated Edison Company of 
New York, spoke on recent develop- 
ments in accounting regulation. He 
commented upon the great good to be 
had by cooperative effort, both state and 
national, in ironing out the points of 
controversy before regulatory orders are 
finally imposed. 

Hon. Milo R. Maltbie, Chairman of 
the State Department of Public Service, 


was unable to be present because of ill- 
ness and in his place, Hon. Gay H. 
Brown, Counsel of the Public Service 
Commission spoke on the responsibilities 
of the Commission in giving to the pub- 
lic the true and actual facts when the 
industry is scurrilously and unjustly 
attacked by demogagues. He condemned 
such attacks on honest utility manage- 
ment. 

Dr. Virgil Jordan, President of the 
National Industrial Conference Board 
gave a splendid address on the business 
outlook. 

Clarence L. Law, Vice-President, 
Consolidated Edison Company of N. Y., 
was General Chairman of the Con- 
vention. 

Afternoons were devoted to golf for 
the men, with bridge and motor trips 
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for the women. Many of those present 
visited the World’s Fair. 

On Thursday evening the entire con. 
vention went to the New York World’s 
Fair where a dinner and entertainment 
were thoroughly enjoyed. 


At a meeting of the Association’s Execy- 
tive Committee held on September 21, 1939, 
the following officers were re-elected: Presj- 
dent, Edward P. Prezzano, president, West- 
chester Lighting Co.; Vice-president, Irving 
K. Peck, president, Binghamton Gas Works; 
treasurer, Herbert C. Davidson, vice-presj- 
dent, Consolidated Edison Co. of N. Y., Ine.; 
secretary, George H. Smith. 

The Managing Committee was elected as 
follows: Edward P. Prezzano, president, 
Westchester Lighting Co.; Irving K. Peck, 
president, Binghamton Gas Works; Ernest 
R. Acker, president, Central Hudson Gas & 
Electric Corp.; Joseph P. Haftenkamp, vice- 
president, Rochester Gas & Electric Corp,; 
Charles A. Tattersall, 
Hudson Power Corp. 


secretary, Niagara 





Wisconsin Association Meetings 


ORE than 450 attended the meet- 

ings of the Electric, Commercial 
and Technical Divisions of the Wiscon- 
sin Utilities Association held at Milwau- 
kee, Nov. 6 and 7. A full program cov- 
ering current utility problems was 
presented. President Bruno Rahn re- 
viewed the encouraging utility situation 
in Wisconsin. H. J. Morton presented 
the developments in code wiring. Fred 
E. Eriksen stressed the need and the 
value of utility advertising if it is sup- 
ported by action and attitude of manage- 
ment and employees. 

Pointing out the increases in cost and 
the delay in getting rate adjustments 
during the World War, C. W. Kellogg, 
president of the Edison Electric Institute, 
suggested that utilities now cooperate 
with commissions to get flexible rates 
agreed upon at this time. He suggested 
that a surcharge be made on each bill 
for fuel or labor increases of 10 per 
cent over 1937 base costs on each prop- 
erty and that adjustments of the same 
type be made for tax changes. He also 
suggested the desirability of early agree- 
ments to enable automatic adjustments 
in each six-month period in the event 
major costs increase in the near future. 

Rural electrification held attention, 
with a complete exhibit of electric uses 
and equipment on the farm as a feature. 
Prof. F. W. Duffee urged utilities to 
take a careful look at rural electrifica- 
tion, pointing out that the tractor had 
taken over most of the power field and 
that the home and general farm service, 


on the whole, could be held as a major 
marketing possibility only if the purchas- 
ing power of the farmer is increased. He 
pointed out that electricity uses on a 
farm were luxuries in the sense that the 
farmer could and had done without these 
conveniences in the past and the question 
was to give him electric service that 
would make him money or advance his 
purchasing power so that he could afford 
electrical conveniences. 

A session on lighting laid especial 
stress on the new fluorescent lighting, 
with W. N. Aldrich discussing equip- 
ment and C. T. Bremicker applications. 
The problems and opportunities in school 
lighting were presented by H. W. 
Schmidt of the state educational depart- 
ment. 

A plan aimed at shortening interrup- 
tions by storms of electric power and 
telephone lines in Wisconsin was an- 
nounced at the meeting. Based upon a 
report and recommendations of a com- 
mittee headed by R. G. Walter, the 
plan contemplates mutual aid of all 
utilities in the state in restoring service 
in affected areas. It will be the first 
of its kind of a state-wide scope. 

Electric utilities, as part of the plan 
are to install short wave emergency 
radio to maintain communication in 
event of telephone and telegraph wire 
trouble. Until the electric companies 
have their own emergency radio, they 
will fall back upon such a radio system 
planned by the Wisconsin Telephone 
Company, though it will be preferable 
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to avoid relaying messages through a 
third party. 

The emergency pooling service is ex- 
pected to be available also to companies 
operating rapid transit trains in inter- 
urban service so that passengers may 
not be stalled too long by breaks in 
power lines. 

To avoid delays in furnishing emer- 
gency help that may occur through nego- 
tiations over rates of wages and costs of 
material for supplying the help, the 
plan provides that the help would be 
sent at once and the matter of cost be 
discussed later. 

While some details remain to be 
worked out, the mutual aid of men and 
equipment to repair storm damage is 
expected to be in effect by the start of 
winter. 

The new standards for transformers 
were presented and caused a favorable 
discussion. G. M. Hunt of the U. S. 
Forest Products Laboratory talked about 
pole preservation through treatment and 
said experience showed that a good creo- 
soted treatment with inspection would 
obtain a satisfactory product. He held 
that other treatments were as yet in a 
developmental stage. 


Make Use of Records 


Service records should be used to get 
more economy or better service and not 
to fill files, in the opinion of H. A. Cal- 
berg of Wisconsin Public Service. He 
stressed the elimination of records’ that 
could not be put to use. 

Proper loading of distribution trans- 
formers was discussed by A. G. Per- 
gande of Wisconsin Electric Power and 


‘ showed that the proper rating for a given 


load could be fixed by use of maximum 
demand and a factor obtained by test. 

Much new data on lightning were pre- 
sented by K. B. McEachron of General 
Electric. Photographs and oscillograms 
at Pittsfield and on the Empire State 
Building showed lightning to be similar 
to a d-c arc with a relatively long dis- 
charge period and perhaps a dozen peak 
values of current in a given discharge. A 
preliminary streamer from cloud to 
ground was followed by arcing from 
ground to cloud, with variable current 
values during the discharge period and 
current magnitudes largest at the ground 
end of the discharge path. These new 
data will greatly influence equipment de- 
sign and line protection. 


Service Rules 
How each company can tie into the 
work of the Modern Kitchen Bureau 
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was discussed by W. C. Stephenson. 
How to sell refrigeration, commercial 
cookery and other appliances were topics 
presented by specialists of manufacturers, 
and R. A. Rich of General Electric 
talked about the competitive fuel situa- 
tion. 

Some changes in service rules are be- 
ing developed for Wisconsin and the 
status of this project was presented by 
E. J. Kallevang. C. L. Turner discussed 
employee education and training. J. A. 
Potts of Wisconsin Electric Power 
pointed out the advantages and disadvan- 
tages of four-wire secondary systems and 
J. E. Wise of the Wisconsin Industrial 
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Commission pointed out the effects of 
large capacity socket appliances on pres- 
ent wiring practices. Recent trends in 
meters were discussed by C. P. Stahl. 

All the meetings were well attended 
and reports from all sections indicated 
that Wisconsin utilities are busy serving 
increased loads and endeavoring to im- 
prove service and economy. Round-table 
conferences on lighting, rural electrifica- 
tion and power sales brought out good 
discussions and several special papers on 
safety, use of radio for trouble crew dis- 
patching, line noise levels and joint use 
of poles were presented. All present 
voted the meeting a great success. 





Southeastern Sales Conference 


ORE than 200 advertising and 

sales executives, engineers, super- 
visors and department heads, represent- 
ing the leading electric utilities of ten 
Southeastern states met at Atlanta, No- 
vember 2-4, for a general sales confer- 
ence of the Southeastern Electric Ex- 
change. 

C. A. Collier, vice-president of the 
Georgia Power Company spoke on the 
advantages of a long-range sales pro- 
gram. He stressed the importance of 
merchandising plans which were based 
on estimates of three, four and five years 
ahead, rather than plans merely designed 
for a single fiscal year. The Georgia 
Power Company’s own merchandising 
“Five-Year Plan” was presented as an 
example. 

Charles E. Ide, vice-president and 
general manager of the East Tennessee 
Light and Power Company and presi- 
dent of the Southeastern Electric Ex- 
change spoke on the problems of today’s 
sales executives, faced with mounting 
quotas and a greater need for economy. 
“What many sales executives would call 
‘temporary conditions,’” Mr. Ide told 
the conference, “are in reality ‘permanent 
conditions.’ We must realize that quo- 
tas that we believe to be almost impos- 
sible will be replaced by even larger 
ones in future campaigns.” 

Other speakers who addressed the con- 
ference were S. P. Vecker, general sales 
manager of Carolina Power & Light; 
Wells M. Stanley, vice-president Ala- 
bama Power; W. J. Amoss, general 
sales manager New Orleans Public Ser- 
vice; Henry N. Cassell, Southeastern 
representative of the Dale Carnegie In- 
stitute; A. G. Garrigues, director of 


retail sales of Philadelphia Electric; 
C. W. Stuart, manager of the home 
bureau of General Electric; R. H. Fite, 
Jr., sales department head, Ebasco Ser- 
vices, Inc.; W. F. Ogden, commercial 
engineer with Edison General Electric 
Appliances; E. M. Clapp, manager of 
the power sales division of Georgia 
Power, and W. A. Moore, vice-president 
Mississippi Power & Light. 

The lighting committee meeting was 
featured by addresses by Howard Phil- 
lips of Tennessee Eastern Electric Co., 
speaking on “Home Lighting”; Henry 
J. Morton, Detroit Edison, on “New 
Wiring Materials and Methods”; J. F. 
Whitehead, Georgia Power Co., on 
“Proposed Code Changes Affecting 
Commercial Lighting,” and H. M. Hor- 
ton, General Electric Co., on ‘“Fluor- 
escent Lamps and Other New Light 
Sources.” 

Other speakers on the lighting pro- 
gram were T. D. Hoskins, Louisiana 
Power & Light Co., speaking on “Suc- 
cessful ‘Low Use’ Customer Sales Ac- 
tivity,’ and Walter Wildeman, West- 
inghouse Lamp Co., who spoke on 
“Lighting Load Builders.” 

Presided over by C. M. Kilian, adver- 
tising manager of the Alabama Power 
Co., the advertising and sales promo- 
tion committee meeting was featured by 
a talk by E. K. Hartzell, assistant to the 
general manager, East Tennessee Light 
& Power Co. 

Mr. Hartzell, president of the P.U. 
A.A., told the committee of a new plan 
of the association to exchange advertis- 
ing ideas and to make the art-work of 
one company available to the others in 
the association. 
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Cost Accounting Practices 
in Federal Government 
Departments 


(Continued from page 558) 


sonable annual amortization payment on 
the full cost of the undertaking to the 
Federal Treasury including overhead. 
This should be an actual cash payment, 
not a paper transaction, and during the 
period when earnings do not cover oper- 
ating expenses plus interest and amor- 
tization charges the deficiency should be 
added to the amount upon which interest 
and amortization are to be paid. Only 
by such a requirement could government 
accounting of its business profits take on 
real significance. If this were the prac- 
tice it would result in relieving the tax- 
payer somewhat of his burden and would 
enforce more care by government 
agencies in proposing and urging capital 
expenditures on the ground that they 
would pay their way. It would be much 
fairer to private enterprises which are 
struggling to make their business pay 
and yet compete with their government. 
Actually, to be fair to them, commercial 
enterprises of the government should also 
make payments into the Federal, state 
and local treasuries in lieu of taxes. 

Such a course, however, can scarcely 
be expected. It is more reasonable to 
assume that the Federal Government 
will generally follow its traditional ac- 
counting practices of disregarding fixed 
charges on capital outlays and that it 
will reckon and report as profit on its 
commercial enterprises any favorable dif- 
ferences between gross revenue and 
operating expenses, and its rates, tolls, 
rents, etc., in general will be based on 
this accounting practice. Any payments 
into the Treasury will be called a profit 
and expenditures, however large, on be- 
half of the projects will be forgotten in 
a year or so, though the taxpayers may 
be paying interest on the debt incurred 
and paying off the debt itself for years 
thereafter. 

In the light of what has been said, 
it is obvious that economies in operating 
costs are to become more and more im- 
portant to the wellbeing of private enter- 
prise. If given half a chance, private en- 
terprise succeeds in competition with 
government enterprise through its 
greater initiative and efficiency. The ac- 
counting of electric utilities is cldsely 
controlled and prescribed by both state 
and Federal regulatory authorities, and 
the tendency of this regulation is to 
make accounting more and more detailed 
and elaborate, but somehow the resource 
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and ingenuity of private enterprise must 
contrive to meet the necessities and re- 
quirements for providing accounting in- 
formation and at the same time curtail 
accounting expense. It can truly be 
said that real progress in this direction 
is being made and the purpose and duty 
of the Accounting Committees of the In- 
stitute are to develop and disseminate 
information relating to the best account- 
ing achievements to be found throughout 
the country to the end that this favorable 
progress may continue. 


Organization for Maintenance 
of Continuing Property 
Records 


(Continued from page 544) 


regulatory requirements. In this depart- 
ment should be engineers to check the 
reports received from the field and to 
verify the completion report by an inspec- 
tion of the finished work; but I believe 
that the maps, records, sketches, and 
other similar records should be main- 
tained in the engineering department 
cross referenced to the completion work 
order reports rendered to it. 

The financial bookkeeping incident to 


the records would naturally be maim 
tained in this new division of the ae 
counting department. ‘There are maf} 
signs to indicate that the work will evel 
tually resolve itself to that. In 
manner, accounting and engineering i 
formation will be correlated, overlappimi 
and duplication will be avoided to¥ 
great extent, and in cooperation with ¢ 
engineering department as a harmonia 
whole the record will be valuable a 
available for the guidance of the enge 
neering and operation departments. | 
One function of the accounting @ 
partment has always been to have 
rently available to all departments infor 
mation for use in the conduct of i 
business. 3 
The accounting officer is responsib ¢ 
to management and board of directomam 
for a correct rendition of the financial 


transactions, many of which, under tity 


new conception of plant accounting, V 
be incident to plant changes. B 
I believe therefore that it is a sey 
evident truth that if any part of cost 
procedure and accounting is divorced 
from the responsibility of the accounting® 
department, the accounting officer caihe 
not be responsible for the financial state: ” 
ments as a whole. 
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